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EXPLANATORY NOTES 


The designations employed and the presentation of the material in this publication 
do not imply the expression of any opinion whatsoever on the part of the Secretariat of 
the United Nations concerning the legal status of any country or territory or of its authori- 
ties, or concerning the delimitation of the frontiers of any country or territory. 


The following symbols have been used throughout this SURVEY: 


. = not available or not pertinent; 


| 


nil or negligible; 


* — estimate by the secretariat of the Economic Commission for Europe. 


‘In referring to combinations of years, the use of an oblique stroke — e.g. 1959/60 — 
signifies a twelve-month period (say from 1 July 1959 to 30 June 1960). The use of a 
hyphen — e.g. 1958-1960 — normally signifies either an average of, or a total for, the full 
period of calendar years covered (including the end years indicated). 

Unless the contrary is stated, the standard unit of weight used throughout is the 
metric ton. The definition of “ billion ” used throughout is one thousand million. Minor 
discrepancies in totals and percentages are due to rounding. 

References in tables or charts to the OECD (Organization for Economic Co-operation 
and Development) refer to the western European members of that organization — i.e. 
excluding Canada and the United States. 


In general, information received up to the end of February 1964 has been included 
in the SURVEY. 
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CHAPTER I 


Recent economic developments in eastern Europe and the Soviet Union 


1. THE GENERAL PATTERN 


The pace of economic expansion in the eastern Euro- 
pean countries and the Soviet Union again slackened in 


- 1963. For the eastern European countries as a group the 


rate of growth of national (material) income produced 
was probably not very different from that recorded in 
1962 — of the order of 3 per cent, compared with some 
6 per cent in 1960 and 1961. Rates of increase of 7 and 
8 per cent, respectively, were recorded in Rumania and 
Albania, 6 per cent in Bulgaria and Poland, 5 per cent 
in Hungary and probably less than 3 per cent in eastern 
Germany. But in Czechoslovakia national income fell 
by 4 per cent after a rise of only 1 per cent in 1962. 
Only in Poland and Rumania — both countries where 
farm output fell particularly sharply in 1962 — were 
the 1963 rates of expansion above those of the previous 
year. For the first time in many years, no estimate of the 
rise of national income in the Soviet Union has been 
included in the report on the fulfilment of the 1963 Plan. 
However, official data on the rise of global social product, 
overall and in each major sector (with the exception of 
agriculture, which can be deduced as a residual), are 
available; and if the sectoral increases in global output 
and net value added were similar, the increment of 
national income would have been close to 4 per cent. 


_ It was certainly below the 6 per cent registered in 1962. 


1 Global social product represents the sum of the global output of 
each separately enumerated enterprise or branch of activity, without 
deduction of inputs from outside (as distinct from the “ net value 
added ” in each branch which constitutes national income). Sectoral 
changes in global output from 1962 to 1963 and weights in global 
social product and national income in 1962 were as follows: 


Indus- Construc- Agricul- Trans- Trade, Total 
try tion ture port etc. 
Weight in: 
Global social product . . 63.2 9.9 16.8 4.0 6.1 100.0 
Nationalincome . ... 52.2 9.4 22.3 5,2 10.9 100.0 
Percentage increase in global : 
ие AE mow Aes if 4 —7а 6 4 5 


Sources : Narodnoe khozyaistvo SSSR у 1962 godu; plan-fulfilment report. 

@ Residual. 
If it is assumed that value added in each sector moved in parallel 
with changes in global output (both at constant prices), an increase 
in national income of 4 per cent from 1962 to 1963 is obtained. 
However, in all the eastern European countries, any annual decline 
in the global output of agriculture during the past decade has been 
accompanied by a significantly greater drop in value added in the 
sector (reflecting, inter alia, the significant incidence of fixed costs 
and the fact that if output of crops declines in relation to that of 
animal products the incidence of duplication in the index number of 
global output tends to increase). Should this have occurred in the 
Soviet Union, and if there were no offsetting changes in other 
sectors, the rise in national income would be rather below 4 per cent. 

Since the above text was sent to the printer, the Soviet Concise 
Statistical Yearbook has published an index number indicating the 


In the region as a whole, and in most — probably all — 
of the individual countries, employment in the “ non-pro- 
ductive ” sectors of the economy in 1963 rose faster than 
“ productive’? employment; and had national income 
been calculated on a “ service inclusive ” basis (that is, on 
the same basis as in the western European economies) the 
rates of expansion would almost certainly have been 
somewhat greater than those indicated above and in 
Table 1.? 

The reduction in the rate of growth of national (mate- 
rial) income in the Soviet Union is mainly attributable to 
a fall in farm output as a result of the disastrous 1963 
harvest, and of the impact of this and the poor results of 
1962 on the livestock sector. But the pace of industrial 
expansion also slackened somewhat (though it remained 
high — а rise of global output by 8% per cent). This 
slackening may have partly reflected losses from the par- 
ticularly long and severe winter of 1962/63, even though 
the Soviet economy seems to have been better adapted 
than some others in the region to withstand such strains. 


The ill effects of the exceptional winter on output in 
Czechoslovakia, eastern Germany, Hungary and Poland 
were considerable — delaying construction activity and 
intensifying the strains on already scarce or ill-distributed 
supplies of fuels and materials and on already over- 
extended transport and electricity-supply capacities; but 
in the southern countries the impact was naturally less. 
All the eastern European countries shared a similar expe- 
rience of only moderate results in agriculture, though out- 
put was everywhere above the rather poor 1962 levels 
(the improvement was, however, negligible in Bulgaria). 

Estimates of the distribution of national expenditure 
are as yet available for only a few countries of the region. 
However, it seems that in most of them fixed capital for- 
mation increased — sharply in Hungary and Bulgaria and 
at a decelerating rate in most other countries — though in 


increment of national income in 1963 as about 4% per cent: no 
official estimate of the change in agricultural output (global or net) 
has yet been published. 

2 [п the Soviet Union total employment of wage-earners rose by 
3.2 per cent, employment in health, education and research by 5.2 per 
cent, and employment in trade and communal services by 4.1 per 
cent. In Poland a 3 per cent rise in the total was accompanied by 
increases of 4.4 per cent in education and cultural services and 
3.2 per cent in health services. In Czechoslovakia the sign of the 
disparity was almost certainly the same though the size is not yet 
known. It seems unlikely that the growth of productivity in the 
services sector could, in most countries, have been so far below that 
in the productive sectors as to invalidate the conclusion drawn in the 
text. 
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TABLE | 


National (material) income, consumption and investment, 1960 to 1964 Plan 


Percentage increase over preceding year 


3 1964 
Country 1960 1961 1962 sae a Plan 
Albania 
National income produc:ed ....... 3 5.8 8.0 11.0 ca. 8 10.0 
Bulgaria 
National income produced ....... 6.8 2.8 6.2 Net 6.0 be 
Coagummlien . 65605405 ano 10 * 9 * 2. * a 5* we 
re о ae ane mee 9* 10* 1 * .. Fs Bet oe 
ДсаипиЕЬ 5 6 5 6 6 eo 5 ne nO —3* —17* РЕ В 14 * —8 
Czechoslovakia 
National income produced ....... 8 7 1 Е —4 1.4 
ОЕ СО 5 6 6 5 6 56 0 6 6 10 3 2 1.3 1.6 2.3 
Eastern Germany 
National income produced ....... 4.6 97 4.2 3.0 2, * 3.8 
National income distributed ....... 4.0 35 8.5 3 * а 
Consumption оо оо Я 5.1 4.8 0.6 2 * 
Onwhicht individual соо ооовособ 5.3 4.6 — are 
ПОНИ Е О Se 6 ow 6 6 oo n oe 8 —0.7 —1.8 16.7 3.5 
of which: Change in fixed assets%. . . ... 12.5 12 —0.2 ; 
'СВапре т ЗС ein 50.8 — 27.8 224.9 
Hungary 
National income produced ....... 10 6.1 4.7 7-8 5 6-7 
National income distributed. ...... 13 2% 6 614 7 
Consumption оо ба ооо оон 7% 1.6 4.3 5% 5-6 ES 
ОИС Individual я бо особо 7 1.4 4.1 51, 5-6 41 
Асса ee. 65 bate 6 Ее 34 50 12.1 8% 11 ve 
of. which-(Ghange in fixed’assets) > =) 4) = 38 —8.9 11.8 15 20 10 
О оон ою ens 24 42.3 127 —2у› —4 
Poland 
National income produced ....... 4.5 UP 2.0 5.2 6 * 3.6 
National income distributed ....... 2.8 US) eT 4.9 Ss) 17, 
‘СОПОИИНЫЙ ошоова 6a вы №5 6.5 4.1 3.8 4 2.8 
СВЕ в пом ооо tee 0.9 6.0 2.8 од 4 5 
ПИ 26 д ооо oo 5 oo Bes 6 6.6 10.2 — 8) es me 
of which; Change in fixed assets*. . . ... 3.7 783 16.1 Sed) a —0.1 
Changelin stocks 5 3 sans 15.3 18.6 —36.6 4.0 ve —17.5 
Rumania 
National income produced ....... 11 10 4 ca. 13 7 
Soviet Union 
National income produced ....... 8 7 6 oy са. 4 * 7-85 
National income distributed® ...... 7.4 5.8 7.9 
Consumption ен Tae ee ae 7.4 3.4 8.2 
ИА ББ обоооооб 6.7 3.0 8.1 
Accumulation а ооо бою оса 7:3 12.3 1/8) 
of which: Change in fixed assets® . . . . .. 11.0 — 16.2 
Changeiin stocks\O-7 ne) Е 0.8 36.4 —6.2 


-_ Sale Gl” lag Gl) cage, Sia lait Ral aaanc ЕЕ ae: Gat cece tt eee ete ieee 
Sources: Statistical yearbooks, plans and plan-fulfilment reports; Hospodaiské b16 per cent over two years 1964 and 1965 
noviny, 28 February 1964. 


@ Including incomplete investments (included in “ stocks ” in the other countries 
shown in the table). 


с At current prices. 


Czechoslovakia outlays fell. The possibilities of raising 
consumption levels were again limited in most countries 
by the unsatisfactory levels of agricultural output every- 
where registered in 1962 and/or 1963, by continuing diffi- 
culties in adjusting the pattern of output of consumers’ 
manufactures to that of demand, by the claims of expand- 
ing investment programmes and, in some countries, by 
the need to relieve strains on balances of payments; hous- 
ing construction and other social investment suffered in 
many countries from the severe winter and the prior 
claims on resources of productive investment outlays. 
Thus, per capita real personal income of the employed 
population (including peasants) rose by only some 1-2 
per cent in most countries of the region; but Hungary 
(with an increase of 5-6 per cent) was a notable excep- 
tion as, probably, was Rumania. In most countries — 
though not in Czechoslovakia or eastern Germany — 
expanding non-farm employment raised income рег 
family rather more, and rising social consumption con- 
tinued to supplement the contribution of personal in- 
come to the improvement of living standards. 


Largely as a consequence of the failure to raise con- 
sumers’ incomes as fast as was earlier planned — not 
only in 1963 but also for some years past — ш most 
countries, the problem of raising agricultural output 
generally received enhanced attention in 1963. So also has 
the, partly related, problem of ensuring the desired pat- 
tern of industrial expansion. The solution to the problem 
of ensuring an increase of food supplies sufficient to per- 
mit a steady rise in living standards is everywhere sought 
via a rapid increase in farm output — ю be based on 
higher investment, large increases in material inputs (fer- 
tilizer, pesticides, etc.) and greater attention to “the 
human factor ” — in the form of efforts to raise the level 
of technical skill, improve rural amenities and devise 
effective production incentives for the farm population. 

Such programmes in turn involve, inter alia, higher 
priority for the expansion of the chemicals industries in 
most countries — ап expansion also required to relieve 
pressure on other raw materials and to ensure growing 
supplies of certain consumers’ goods. 


Two other problems common to most countries were 
discussed in some detail in the SuRvEY for 1962 and 
defied complete solution in 1963: first, the strains on the 
investment sector and consequent undue dispersion of re- 
sources and delays in completing projects have persisted; 
secondly, the tendency towards excessive stock accumula- 
tion — partly reflecting the difficulty of devising planning 
methods and systems of enterprise incentives which are 
effective in quickly adjusting output to planned or sponta- 
neous changes in the patterns of domestic and export 
demand — has generally been little modified. However, 
some improvements in the balance of the economy in one 
or both respects have been registered in several countries. 


But although common features in national patterns of 
development and problems for solution can be seen, the 
general economic situations of the various countries of the 
area now differ strikingly; and their respective plans for 
1964 and the more distant future reflect these differences. 


In the Soviet Union, the major theme today is the need 
rapidly to expand agricultural output and to establish a 
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firm basis for the planned future increases in living stan- 
dards. Linked with this is an intensified drive for expan- 
sion of the chemicals industry and effective restraint of the 
present excessive emphasis given to the metallurgical and 
metal-using branches. The surpassing of the industrial 
expansion targets of the Seven-year Plan, while gratifying 
in itself, has been achieved at the cost of a failure to 
change the effective priorities accorded to these two 
branches: to enforce that change — and with it a more 
effective priority for consumption in the longer term — 
is a major objective of policy for 1964 and 1965. 

Among the less-industrialized eastern European coun- 
tries, Rumania appears to have achieved in recent years 
the transition to a course of rapid and reasonably smooth 
industrial expansion, supported by the introduction into 
use of long-maturing new capacities and by a sharp rise in 
external trade to a quite new level (in relation to national 
income) since 1958. Farm output seems, however, to have 
settled on to a plateau — even if one somewhat higher 
than in the years before 1959 — and unless a new rise can 
soon be initiated may prove a drag on the economy in the 
future; but, for the time being, the improved rhythm of 
industrial output and investment activity is supporting a 
fairly satisfactory overall rate of growth. In the second of 
the less-industrialized countries of the region — Bulgaria 
— the industrial expansion also seems to be proceeding 
rather smoothly but, as in Rumania, no very clear up- 
ward trend of farm output is apparent. However, again 
as in Rumania, national income has risen relatively fast 
in the last two years and a similar increase is planned for 
1964. In Albania, the detailed lines of development are 
not very clear. The country’s relative economic isolation 
from the rest of the region in recent years, and the need 
to adapt the economy to a lower and reoriented pattern 
of external trade, has slowed down its economic growth; 
but the rates of expansion reported remain relatively 
high. 

Among the more industrialized eastern European coun- 
tries, the differences of situation in 1963 and prospects for 
1964 are striking. 

Hungary presents a picture of relatively steady expan- 
sion. Raw material and fuel supplies appear relatively 
well balanced, though the first signs of labour shortage 
have recently appeared; the tensions in the investment 
sector appear less than in other countries in this group; 
after two years of very small improvement in livmg stan- 
dards, real personal incomes rose substantially in 1963. 
However, this increase was made possible not only by a 
(planned) reduction in investment in stocks but also by a 
change in the balance of foreign trade which contributed 
about 1 per cent to national income for distribution in 
1963. In 1964 the trade deficit should be stabilized or 
reduced, and somewhat smaller increases in both invest- 
ment and personal consumption than in 1963 are there- 
fore planned out of a slightly larger increment of national 
income produced. Hungary is now extremely heavily 
dependent on external trade (foreign trade turnover was 
equivalent to over 60 per cent of national material in- 
come in 1962) and thus the difficulties encountered by 
some branches of the engineering industry in achieving 
their planned export expansion in 1963 constitute a 
threat to the future smooth development of the economy. 
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The selective expansion of those branches with strong 
export demand is therefore an important objective for 
1964. An impressive programme for investment and 
other inputs into agriculture is also a feature of the 1964 
plan, vital not only to achieve the planned rise of living 
standards but also to support the necessary increase in 
exports. 

In eastern Germany the still incomplete reorientation 
of the output structure, towards the skill-and-capital- 
intensive pattern of outpui and the heavy foreign-trade 
dependence required by the country’s uniquely unfavour- 
able labour-supply situation, would have imposed a rela- 
tively slow pace of expansion in 1963 even in propitious 
circumstances; and the dislocations resulting from the 
severe winter were an additional handicap. However, a 
marked acceleration of exports was one important 
achievement. A small increase on the 1963 rate of growth 
of national income (some 3 per cent) is planned for 1964, 
but neither investment nor consumption seems likely to 
rise very significantly. In both the investment and the 
production spheres, the stress is increasingly on quality 
before quantity. The planned 314 per cent increase in 
fixed capital formation will be concentrated on priority 
projects, and institutional changes are directed parti- 
cularly towards encouraging a more efficient pattern of 
investment and towards cost reduction and a better 
matching of output to demand in industry. Quantitative 
expansion is, for the time being, explicitly given second 
place. 

This is equally — or even more — true of Czechoslo- 
vakia. There, 1963 was to be a year of pause for reorgani- 
zation, during which investment and output would be 
replanned. The major aims cf the intended reorganiza- 
tion were to overcome the inadequacies of supplies from 
the basic fuel, power and raw materials branches; to 
reduce industrial costs by concentrating and specializing 
production in the processing branches; to adjust the 
pattern of output to the patterns of domestic and export 
demand while reorienting foreign trade also towards the 
more profitable lines of specialization; to solve the prob- 
lems created by the freezing of resources in slow- 
maturing investment and unsaleable stocks. In the event, 
the national income was actually reduced in 1963, despite 
a significant rise in farm output; but the problems now 
outlined for solution under the 1964 plan remain essen- 
tially the same as those faced a year ago, though some 
progress in lessening the “disproportions” within some 
individual branches of the economy has been made. It is, 
however, hoped this year to move further towards the 
solution of these problems in the context of a gradually 
resumed industrial expansion, though the expected rise 
of national income by 1% per cent in 1964 will leave the 
level still below that of 1961. But the Chairman of the 
State Planning Commission has been only one among 
many authoritative speakers to have stressed the difficulty 
of achieving even this degree of general recovery without 
imperilling more specific objectives: “ The State Plan of 
development of the national economy in 1964, which we 
are now starting to fulfil, has as its aim the overcoming 
of the 1963 stagnation, the restoration of satisfactory 
intersectoral relationships, . . . and the creation of condi- 
tions for structural changes in the development of our 


ee ne a 


national economy. ... The fulfilment of targets set up Ш 
this year’s plan will not be easy ; we shall be influenced 
by the shortcomings of 1963, which show that we have 
not yet succeeded in channelling the efforts of our work- 
ing population towards an increase of labour productivity, 
a more rational use of production capacities, economy of 
materials, and high quality and good technical standards 
of production.” * 

The Polish authorities are now imposing a pause for 
readjustment and relaxation of the manifold strains in the 
economy similar to that already introduced in Czecho- 
slovakia — though not intended to be nearly so drastic. 
For 1964, a 314 per cent increase is planned in national 
income produced; but the need to redress the balance of 
international payments means that little more than a 
114 per cent rise can be planned in national income for 
distribution. It is hoped to induce a much smaller net 
investment in stocks; and fixed capital formation is to be 
stabilized at the 1963 level and concentrated on priority 
projects in the productive sectors, including agriculture. 
Non-productive investment will be cut back sharply. A 
rather smaller rise of consumption in 1964 than in 1963 
is expected to be possible —-2.8 per cent against 4 per 
cent; but this is given a clear priority over investment 
growth, and within industry the rise of consumers’ goods 
output is to accelerate while the rhythm of expansion for 
producers’ goods remains unchanged. The rise of non- 
agricultural employment is to be checked, in order both 
to prevent the rise of personal money income exceeding 
that of the resources expected to be available for con- 
sumption and to force enterprises to concentrate on 
raising labour productivity. 


Finally, discussion on ways of improving the efficiency 
of economic planning and management has continued in 
all the countries of the area, though in the Soviet Union 
the far-reaching debate started by the publication of 
Professor Liberman’s suggestions for reform (reviewed in 
the SuRVEY for 1962 *) seems — at least temporarily — to 
have been suspended. The promised report by the State 
Planning Commission and the Academy of Sciences on 
the various proposals then made, and on the experimental 
operation of new schemes for enterprises’ plan indicators 
and incentives stemming from Liberman’s proposals, is 
said to have been presented; but it has not yet been 
published. In some other countries, an increasingly prag- 
matic approach to these problems is manifested in the 
introduction of a capital charge into enterprises’ cost 
calculations in Hungary and eastern Germany, and in the 
increasing stress on profitability as a major criterion of 
efficiency at the enterprise level (a similar pragmatism is 
reflected in more encouraging attitudes towards private- 
plot production in agriculture and, in eastern Germany, 
towards small-scale private activity in the services sector). 
Everywhere the debate continues on the relative merits 
of concentrating on increasing the effectiveness of central 
planning and direction or, alternatively, of moving fur- 
ther towards exposing the enterprise to actual, or simu- 
lated, “market” pressures and adjusting its plan indi- 
cators and premia systems accordingly. 


3 Hospoddrské поуту, 3 January 1964. 
4 Part 1, Chapter I, section 5. 
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2. INDUSTRY 


The growth of output in the region as a whole 


_ The pace of industrial expansion continued to slacken 
in 1963 in the eastern European countries and the Soviet 
Union as a group, the rise of global output by some 
7%, рег cent contrasting with about 9 per cent in each of 
the two preceding years and over 10 per cent in 1960 
(and during the 1956-1960 period). For the eastern 
European countries alone, the falling-off has been far 
more marked — from a rate of 11 per cent in 1960 to 
5 per cent in 1963. As can be seen from the figures in 
Table 2, the deceleration in eastern Europe reflects a 
very much smaller rise of employment in 1963 than in 
earlier years and a steadily slackening growth of labour 
productivity over the whole period shown;* but in the 
Soviet Union, the slower growth of industrial employ- 
ment accounts for the whole change from 1960 to 1963. 


Albania was the only country of the region which did 
not record a smaller rise of global output in 1963 than in 
the previous year, and in Czechoslovakia output actually 
fell slightly. In most countries some slowing down had 
been foreshadowed in the annual plans. But whereas in 
past years the industrial output plans have normally been 
considerably overfulfilled, in 1963 the original plan 
targets were not quite reached in eastern Germany, 
Hungary and (in both 1962 and 1963) Czechoslovakia, 
and they were only very slightly exceeded elsewhere; in 
some countries plan targets were reduced in the course of 
the year. The planned growth of labour productivity was 
nowhere attained (unless Albania, for which data are not 
available, should prove to be an exception); and output 
per man-hour rose less in some countries than is sug- 
gested by the figures in Table 2 since overtime working 
increased somewhat to overtake the delays in output in 
the first quarter. In contrast, industrial employment rose 
faster than planned everywhere except in eastern Ger- 
many, where it apparently fell somewhat more than had 
been expected (see below). 


The less satisfactory results in 1963 than in 1962 were 
to some extent a reflection of the impact of exceptionally 
bad weather conditions in the early months of the year 
on economies where production capacities in some vul- 
nerable branches were already under strain and where 
reserves of fuels and generating capacity, raw materials 
and transport capacity were relatively low and/or ill- 
distributed. As was noted in the last issue of the Econo- 
mic Bulletin for Europe,® the adverse effects of the pro- 
longed and severe winter on industrial output in the first 
quarter seem to have been considerable in Czechoslo- 
vakia, eastern Germany, Hungary and Poland, though 
relatively slight in the southern countries and in the 
Soviet Union, and in the first group of countries, at least, 


5 The average percentage increases in productivity for the area as 
a whole shown in the table are derived from the weighted index 
number of industrial output and the changes in total labour force. 
It is of interest to note that a standardized index number of pro- 
ductivity growth— weighted according to national shares in 
output in 1960 — shows a very similar trend. 
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they could not be fully offset in the later months of the 
year. However, as in 1962, difficulties in matching output 
to home and export requirements also limited the pace of 
industrial expansion in most countries. 


TABLE 2 


Global output (A), employment (В), and output per 
man (C) in industry, 1960 to 1964 Plan 


Percentage increase over preceding year 


1963 


1964 

Country 1960 1961 1962 Aga: Sees 
PN, 5 5 вос | Ш We 6.4 5.3 6.7 6.5 
Е осо | 9 МТ МО Оо 1008 Re 
В 10.8 22 3.0 ЗУ 579 дл 

{© 2.3 9.2 7.8 6.16 4.66 45 

Czechoslovakia . . 11.7 8.9 6.2 1.0 —0.6 3.6 


A 
B 4.4 3.6 3.0 0.3 0.4 0.8 
С 7.0 51 ЗЕ 07 10 2.8 


Eastern Germany . Bo) S00 Go Meade enon 2 


A 
B 0.7 0.6 —0.4 г 
(© 7.4 53 6.6 72% 6,54 


Honeaty seen A | 12.8 11.0 84 80 7.0 7.0 
B 6.5 857 3.8 2.5 3.7 3.3 
© 5.9 7.0 4.4 5.5 3.2 3.6 
ТОНИ! бо соб А | 11.1 10.4 8.4 5.0 558 6.3 
В 0.4 3.5 5.0 ИЯ DS 1.7 
Cc 10.7 6.7 3.2 3.2 DUT 4.5 
Rumania ол | 15 бо ШВ 1 №5 № 
В 4.8 8.2 ТИ 2.5 4.9 2.5 
© 11.1 6.5 6.5 9.3 WP 9.3 
EasternvEurope Я 5 Aw) ПО 953 Зое a> Cc 50 05 
В Bail 3.3 3.4 и. 
Cc 77* 58% 44* 45% 3.2% 
Soviet Union. . . A 9.5 9.1 9.7 RO . SS 8.47 
В 4.8 5.3 3.3 23 3 ЭТ 
(© 4.5 3.6 6.2 5.6 5 4.6 
Eastern Europe and 
Soviet Union® . А | 10.3* 9.2* 9.0* 7.3* 7.4* 7.8 
B 4.2 4.6 3.3 1.9% 2.6* .. 
С GO нию 5 99а ие 


Sources : National statistics, plans and plan-fulfilment reports. 


Note. —Data cover state industry only in Hungary and socialist industry in 
Poland. For the Soviet Union they exclude industrial activity on collective farms; 
for eastern Germany, handicrafts. Employment figures are in many cases derived 
from data on global output and labour productivity. 

а The 1963 plan figures for global output refer to the targets set in the original 
plans. These targets were presumably revised in the course of the year in Bul- 
garia, Czechoslovakia and Hungary. The modified output plan figures as derived 
from the reported percentage of plan fulfilment are: Bulgaria (state industry only) 
8.9 per cent, Czechoslovakia —1.3 per cent and Hungary 7 per cent. 


© Centrally planned industry. 

С State and co-operative industry. 

а Centrally administered state industry. 

€ For the method of weighting output, see the Economic Survey of Europe in 1962, 
Part 1, Chapter I, p. 2, footnote 2. 


f Assumes that the 17.5 per cent increase in global output planned for 1964-1965 
will be equally distributed over the two years. 
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Developments in individual countries 


The 814 per cent rise in global industrial output in the 
Soviet Union comfortably exceeded that planned, though 
owing more than planned to the rise of employment and 
less to productivity growth. The 1963 increase has now 
brought the rise in output during the first five years of 
the current (1959-1965) long-term plan to 58 per cent, 
against the 51 per cent originally scheduled. However, 
the disproportion between the rates of growth of pro- 
ducers’ goods (Group A) and consumers’ goods (Group 
B) was marked, and greater than planned: 


Average annual percentage increases of global output 


1963 1959-1963 1959-1965 

ee eee al 
аи eA ciaal en Actual ee 
GrouprAg eae 11 8.5 10 10.8 9.3 
Groups дов 7 6.3 5 Ue 7.3 


The growing disparity between the rates of expansion of 
output of producers’ goods and of consumers’ goods has 
recently been criticized as unjustified at the present stage 
of economic development;* but, as indicated below, it 
is perpetuated under the 1964-1965 plan. 


As is shown in Table 3, the growth of the chemicals 
branch in the Soviet Union in 1963 at last exceeded that 
of the metal-using industries. Output of chemical fertili- 
zers and of synthetic resins and plastics rose by 15 per 
cent and 24 per cent respectively, nearly reaching the plan 
targets; but production of artificial and synthetic fibres, 
with an 11 per cent increase, failed to reach the target. 
The major failure to induce the pattern of industrial 
development foreseen under the Seven-year Plan is repre- 
sented by the persistent lag of the chemicals industry 
behind its—very ambitious — production targets and 
the equally persistent over-fulfilment of output plans by 
the metal-using branches. Compared with annual rates 
of expansion originally foreseen under the Seven-year 
Plan of 17 per cent and 10.4 per cent, respectively, the 
actual rates of the first five years of the plan period have 
been some 13% per cent and 14 per cent; ® and a major 
effort to reverse this tendency is now in prospect (see 
below). Food processing was affected by the poor har- 
vests of both 1962 and 1963 and the output of the light 
industries (excluding “ cultural and amenity goods ”) rose 
only by some 2 per cent. The output of the latter branch 
was planned to increase by 6 per cent a year during 
1959-1965: its actual rate of expansion in the first five 
° years has been around 5 per cent. 


Among the eastern European countries, Rumania was 
the only one to maintain a very high rate of industrial 
expansion in 1963 without apparent strain. The 1214 per 


ТА. Arzumanyan (Pravda, 24 February 1964) has criticized the 
current “ dogmatic ” interpretation of the “ law of the predominat- 
ing increase of output of producers’ goods ”, and suggested that the 
elaboration of plans should proceed from a projection of the pattern 
of final demand rather than via the “ leading-sector ” approach. 


8 During 1961, however, the target for the engineering branch was 
revised upwards to a rate equivalent to some 12 per cent a year over 
the seven-year period, presumably partly in recognition of the actual 
speed of expansion (see the Survey for 1961, Part 1, Chapter II, 
p. 55). For the original and current 1959-1965 plan targets for some 
major branches and individual products, see Appendix Table I. 


cent rise of global output (14 per cent for producers 
goods and 9 per cent for consumers’ goods) exceeded ae 
corresponding increases in other countries. Industria 
employment rose considerably more than planned and 
labour productivity less; but the latter increase — a .2 рег 
cent — was nevertheless the largest recorded in the region. 
This continuing rapid industrial expansion owes much 
not only to the still abundant reserve of labour for 
industry, but also to the 46 per cent rise of industrial 
investment between 1960 and 1962 and to the improve- 
ment in the investment structure in recent years — with 
a concentration of resources both on the completion of 
large projects and on the relatively small investments in 
complementary installations needed to improve the utili- 
zation of capacity earlier installed. Moreover, the rapid 
rise of foreign trade in relation to national income since 
1959 has both reflected increasing efficiency and speciali- 
zation in branches producing for export — particularly 
engineering and chemicals — and permitted a rapid rise 
of imports of equipment needed to expand productive 
capacities and of materials to support their increasingly 
effective utilization. 

With the exception of food processing, textiles, fuels 
and ferrous-metallurgy, all branches of Rumanian indus- 
try specified in Table 3 exhibited rates of expansion exceed- 
ing 10 per cent in 1963; and the rates for the electric 
power, chemicals, timber and paper branches were par- 
ticularly high. As in earlier years, the pattern of output 
was improved by a more rapid expansion of the higher 
than of the lower stages of processing within various 
branches — petroleum refining in relation to extraction,° 
timber processing and cellulose and paper production in 
relation to timber felling. In contrast with most other 
countries of the region, demand for textiles and clothing 
is still strong enough to support a fairly rapid growth of 
output in those branches. 


Bulgaria reported the second highest rate of industrial 
growth in the region in 1963, also supported by an above- 
plan rise of employment almost sufficient to offset an 
increase of labour productivity less than originally 
planned. The efforts made in the last two years to restrain 
the rise of industrial employment and induce faster pro- 
ductivity growth appear either to have been relaxed or to 
have become less effective in 1963 — perhaps partly as a 
consequence of a less smooth flow of raw material sup- 
plies in some branches. Although the global output plan 
was reduced during the year, the original plan was, in 
the event, virtually achieved; but output of fuels, electric 
power and metallurgy remained well below the original 
targets and some: shortages of these products were felt in 
other branches. Nevertheless, the wide variations in 
branch rates of growth shown in Table 3 partly reflect — 
as in other years — the varying rhythm of introduction of 
new capacities. 


Albania was able to sustain the rate of industrial 
development recorded in the preceding two years — 
about 614 per cent — which, although below the 8.7 per 


* Between 1955 and 1963, a 29 per cent increase in crude petro- 
leum production has been accompanied by a more than doubling of 
refining. In other terms, the index number of petroleum products per 
ton of crude production increased by over 50 per cent from 1954 to 
1963 (Probleme Economice, No. 11, 1963). 
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TABLE 3. — Indicators of industrial activity by main branches, 1961 to 1964 Plan 


Country and branch 


Percentage increase in global output over the preceding year 


Country and branch 1961 1962 мы 
Plan Actual Plan 


Albania 
Petroleum 
Coal mining 
Chrome ore. . 
Electric power . 
Engineering . . es 
Building materials . 
Glass and ceramics 
Light industry . 


2004 PLOCESSING <u oan. « 


Bulgaria 
Fuel . : 
Energy > 4 %. 


Ferrous metallurgy ..... 


Non-ferrous metallurgy. . 
Engineering. . @ . 
Building materials . 
Chemicals and rubber 
Timber and wood . . 
Cellulose and paper 

Glass and china . . 
Textiles м. т 
о и: 
Leather and footwea 


Е 00а processing ii) к 


Czechoslovakia 


Energy . . 
Metallurgy 


Heavy engineering .... — 


General engineering ae 
Building materials ..... 


@hemicals с, Ин 


Consumer manufactures 
(Ministry) = =. 
Food processing. . 


ИР okie =. а 5 
Electric power. . . 
Metallurgy 
Engineering. . 

of which : 

General 

Electrical . 

Е fio.) ey 8 ee 
Building materials .... . 
Ghemicalsy Se. ls ae. 
Rubber and plastics № 
Light industries .... . 

of which: 

Timber processing . 

Paper 

Printing 

Textiles 5 

Clothing =. = 

Leather and fur 
Food processing . . 


Poland 
а 2 it % re 
Blectricspowenem es. 


Ferrous metallurgy ..... 
Non-ferrous metallurgy. . . . 


Poland (continued) 


ВЕС Gy ов оо a 18:6 0 6:3 ieee 12512.67. 6 
Building materials ...... 8.6 4.0 6:0 3467 7.2 
Chemicals tam, о cies ПО 16 Oh i Thies 
Timber and wood processing . 7.3 Wel ye OS 9 
Gellujoserand!paper. Ce Se В pee 5) 
Glasstandichinayss 5 <a seen 6 NOLS HERE ae Se SHO 125 
о rena aera 77 0: 60:25 6.6 
Clothing Sagem tae re oa ПИ 0.5 8.6 4.2 
Leather and footwear ....| —1.3 A See 2.0 5627 
OOd processin 5 ооо вос 6.5 №2. 807—273 
Rumania 
Fuel =P eee 0k oa eee 9 14 ai 1 ie 
Energys), te dere eee 15 21 р 18 28 
Ferrousimetallurcy с 17 12 ae 8 
Non-ferrous metallurgy. ... 18 18 mem 1 58 
"Ио 4 5 9 5 3 boo 6 20 19 1756133615 
Building materials ...... 13 18 ee) ко 
(@hemica ls ль а Ре 2] 25) 2 BO) DBE 
(hile a eg GS Е: 11 15 oe wi 
Cellulose and paper. 4...) 19 24 ee ly, 
Glass;and' china = seen 19 18 ОЗ 
Textiles’ sey ee te ce eee 20 5 me 9 
Glothing sa о И 20 6 с S14 
Leather and footwear .... 7 10 eri? 5 
Food processing 15) aac ; 10 8 Ars eee: 18! 
Soviet Union 
Cle eat te cert: 5 6 
of which : 

Coal rte eestor ks ais — 0.5 1.4 10 Oy ое 

Retroleuna ae we: arn ecm 12.3 12.1 10.2 10.8 16.58 

Gastar о ве er ee 290711235 ВИО 
о eee 12 12 

of which : 

Electric powera Бона (Cl She) SOR Нбр 9999 
Мат amen nen mee ee 10 9 Be 9 се 
Engineering and metal-working 16 15 TAS el SP 22 
Chemicals’. и eee ee 14 15 17 16> 36% 
Building materials ...... 12 a = 8 

of which : 

Cement cd cD bay oes shy. Same: 11.9 12.6 10 в 
Timber, woodworking and paper 5 6 Bee The FLOP 
Eightindustnics оо быв в 5 4 ie 24 
Pood processing и. oes il 9 5 


Sources: National statistics, plans and plan-fulfilment reports; Rabotnichesko 
delo, 11 and 13 December 1963. 


Note. — The data cover all industry in the Soviet Union, Albania and Czecho- 
slovakia (except that for 1963 the Czechoslovak data cover output of ministry- 
controlled enterprises only), state and co-operative industry in Poland and Rumania 
and state industry in Bulgaria and Hungary. The 1963 plan data refer to the 
targets in the original plans. Some modified plan targets derived from the reported 
percentages of plan fulfilment are as follows: 


1963 planned percentage increase over 1962 


Bulgaria | Czechoslovakia 


|| Ee cee. ea) ee 20.9 1.9 
а eh ee ee 15:3 4.1 
Metallurgy ту кинь 4.8 —4.0 
Engineering сео 18.8 2.8 
И ао бое 15.0 2.4 
Building materials ..... 6.4 —10.5 
Food processing ...... 7.0 3.9 


@ Glass only. 

» Electricity generation only. 

с Net output for actual results, global output for plans. 

а Excluding “ cultural and amenity goods ”, output of which rose 9 per cent. 
€ Plan for expansion over two years 1964 and 1965. 
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cent average planned for 1961-1965, was somewhat above 
the rate envisaged in the annual plan. This rise was 
achieved despite continued difficulties in securing ade- 
quate imports of machinery and equipment, and was 
contributed mainly by a 10 per cent increase in the 
output of the food-processing branch, which accounts for 
some 40 per cent of total gross industrial output. As a 
result of strenuous efforts to promote production of spare 
parts and other import substitutes, there was a further 
acceleration in the growth rate of the metal-using indus- 
tries. Their output (providing only 5 per cent of the total) 
rose by 30 per cent; and this increment, together with 
the 16 per cent increase in 1962, brings the average for 
the last three years well above the rate envisaged in the 
long-term plan. One unfavourable development was a 
marked deterioration in the rate of expansion of light 
industry; there seems also to have been a considerable, 
but planned, decline in coal output.*° 


Among the more industrialized countries of eastern 
Europe, industrial output in Hungary was considerably 
affected by the prolonged winter and the original plan 
was revised downwards. In fact, the revised plan for 
global output of state industry (a rise of 6.8 per cent) was 
just exceeded;*1 but the planned acceleration of pro- 
ductivity growth was not achieved. Employment rose 
faster than planned, but productivity less than for several 
years past. As in other countries, this may have reflected 
difficulties with supplies of fuels, energy and raw mate- 
rials in some branches — such as chemicals, where delays 
occurred in bringing new capacities into full operation, 
and output expansion, though faster than in any other 
branch, lagged behind the plan. However, the above-plan 
rise of coal output made the difficulties resulting from the 
hard winter less than they might otherwise have been. In 
the engineering branches, adaptation problems and, in 
particular, a fall in export demand for some products (see 
section 6) hampered the growth of output, and probably 
also of labour productivity, even though rising domestic 
investment increased demand for some other products. 
However, in contrast with developments in most other 
countries, food processing expanded very fast, in con- 
nexion with a highly successful promotion of exports; and 
the output of the light industries, supported by a sharp 
rise in consumers’ incomes, reached the planned level. 


As is shown by the figures below, the stock situation in 
Hungarian industry developed somewhat more favourably 
than in earlier years. Total industrial stocks continued to 
rise somewhat faster than output, but there was a con- 
siderable decline in the stock of unsaleable goods (“im- 
mobile stocks”) reflecting the greater freedom given to 
enterprises to dispose of them on special terms. On the 
other hand, the tendency to try to accumulate excessive 
stocks of raw materials persists, and the fact that the 
increment in stocks of semi-fabricated and finished pro- 
ducts was even larger than in 1962 indicates a continuing 
divergence between the structures of output and of 
requirements. 


0 According to data covering 6 months, output of light industry 
rose 1.3 per cent as compared with 9.3 per cent in 1962, and coal 
output decreased by 17 per cent. 


п Net industrial output rose by practically the same percentage as 
global output, 6.6 per cent. 


Output and stocks of state industrial enterprises in Hungary 


Percentage change from the previous year 


1962 1963 


Global industrial output 222 22. | © 11 8 7 
MotaluimcdustnialastOcks Бо mi ana 16 9 8 
of which : 
Raw materials? mee о 10 4 10 
Semi-fabricated products ..... . 16 4 14 
Finishediproducts yma eer nee 22: 12 17 
О 293 5 6 bo OO A 34 25 —13 


и : Figyel6, 17 February 1964. 


In eastern Germany, the backlog in plan fulfilment 
created in the first quarter could not be eliminated, with 
the result that global industrial output in the year as a 
whole rose by 4.9 per cent against 6.4 per cent provided 
for in the annual plan. No statistics for the year — and 
little qualitative information—are available on the 
pattern of development by industrial branch, but it seems 
that the supply situation was generally rather tense during 
1963. Shortages of materials for the engineering and food- 
processing industries were reported and, at the end of 
October, the Council of Ministers issued a series of 
decrees concerning the “winter preparation of the national 
economy” and recommending measures to economize 
electric power. A contributory factor in these difficulties 
has been the unforeseen decline in imports, partly attri- 
butable to difficulties experienced by trading partners 
within the area in implementing agreements to supply. As 
mentioned above, the number of wage- and salary-earners 
in industry can be estimated to have declined by 1.5 per 
cent (partly reflecting transfers to the building industry) 
as compared with 0.4 per cent in 1962 and a planned 
decrease in 1963 of about 0.7 per cent; and this decline 
was not offset by an acceleration of the growth of labour 
productivity, which rose by less than had been planned 
in that sector of industry for which data are available 
(see Table 2). However, although neither the rate nor the 
pattern of industrial expansion achieved is considered to 
be satisfactory, it seems that the planned concentration 
on the priority branches within the metal-using and 
chemicals industries made some progress and, in parti- 
cular, that the reorientation of production towards the 
more promising export industries is proceeding fairly 
successfully. The value of exports rose by 1314 per cent 
in 1963 — representing a considerable acceleration (see 
section 6). 

Both the 1963 plan for Polish industry and the actual 
results for the year have reflected some long-standing 
problems of the Polish economy. As in other countries of 
the region, industrial investment throughout most of the 
decade of the 1950s was concentrated on the expansion 
of the heavy manufacturing industries to the relative 
neglect of the basic fuel and raw material branches. 
Under the current five-year plan considerable investments 
in the latter branches were undertaken: but a large part 
of these projects will not mature until the later 1960s and, 
meanwhile, the processing branches have continued to 
expand. A deterioration of the conditions of trade for 
Poland’s traditional exports has also worsened the situa- 
tion and, squeezed between what are commonly referred 
to as the “raw-materials barrier” and the “external trade 


barrier”, the path of industrial development in Poland 
has tended to narrow. But, in addition, the problems — 
familiar elsewhere also — of inducing a pattern of output 
corresponding, so far as capacity limitations permit, to 
requirements had become acute by the end of 1962. 


The Polish plan for 1963 therefore set deliberately 
modest production targets, partly with the aim of redu- 
cing the general tension in the economy. Virtually no 
expansion of the textiles and clothing industries and food 
processing was planned; in the latter case this reflected 
the poor results in agriculture in 1962, and in the former 
it reflected the need to restrict imports of raw materials 
for these branches, imposed by the strains on the balance 
of payments, as well as the fact that large stocks of 
certain products were proving difficult to sell on either 
the home or export markets. These two groups of indus- 
tries contribute nearly one-third of total industrial output; 
and, in addition, capacity limitations were expected to 
restrict the expansion of output of both fuels and metals. 


In the event, the 5.3 per cent rise in Polish global 
industrial output (against 8.4 per cent in 1962) was 
slightly above the rate planned, despite the setback in the 
first quarter; but the pattern of expansion was rather 
different from that foreseen (see Table 3). A disappointing 
level of livestock production depressed food processing 
even more than had been expected, but the light indus- 
tries as a group did rather better than planned; the rate 
of increase of output of fuels accelerated (instead of 
falling) in response to special efforts to meet the increased 
winter needs, but electricity generation was unable to 
reach the planned level and power shortages were felt 
early in the year; ferrous metallurgy did better than 
foreseen; output in other major branches was close to the 
levels planned. The net result was a 7 per cent increase 
of output of producers’ goods (5.9 per cent planned) and 
a 2 per cent increase for consumers’ goods (3.4 per cent 
planned). 

This pattern of growth left unremedied many of the 
basic defects of the earlier development of Polish indus- 
try, and accentuated some problems. First, the rate of 
growth of labour productivity again declined (the increase 
registered was less than in any other country of the region 
except Czechoslovakia) and employment plans were ex- 
ceeded. Secondly, the fact that rates of growth of output 
of producers’ goods and of consumers’ goods diverged 
far more widely than expected tended to accentuate the 
difficulties in raising living standards already implied by 
the planned investment drive. Thirdly, industrial stocks 
rose almost as fast as in 1962 and the rate of increase 
exceeded that of output by a wide margin : 


Percentage increase over preceding year 


1961 1962 1963 
10.4 86 4.9 
12,50 281 И 


Source : Nowe drogi, No. 12, 1963, p. 20. 


Industrial output... . 
Industrial stocks .... 


This rise is still apparent even if stocks in food processing 
(increased by the better 1963 harvest) are excluded ; and 
stocks of semi-finished and finished goods rose much 
more than those of raw materials indicating, as in 
Hungary, a continuing divergence between the patterns 
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of output and of demand.?? However, two more favour- 
able features of the year’s developments may also be 
noted. First, the industries producing equipment and 
consumers’ manufactures greatly improved their export 
performance, so that the foreign trade deficit was some- 
what reduced despite the adverse change in the balance 
of trade in foodstuffs (see section 6). Secondly, the rate of 
growth of output improved steadily over the year. If the 
branches depending on supplies from agriculture are 
excluded, the percentage increases in each successive 
quarter over the same quarter of 1962 were 3.4, 4.1, 6.8 
and 8.5. 

The situation in Czechoslovak industry in 1963 was 
different from that in any other country of the region. But 
the genesis of the current economic difficulties was similar 
to that in Poland, mentioned above, complicated by the 
fact of Czechoslovakia’s narrower domestic raw-material 
and fuel base, by the decentralization of investment de- 
cisions in the early 1960s — which led to a still faster rela- 
tive expansion of some manufacturing branches and 
delays in the compilation of “centralized” projects in the 
basic industries and those producing for export — and by 
the earlier excessive diversification of engineering output 
partly in order to supply other countries of the region and 
some developing countries, including mainland China.?* 
By the end of 1962 the disproportions in the Czecho- 
slovak economy were of such a nature that it was decided 
to call a halt to industrial expansion for a year in order 
to concentrate on a drastic reorientation of production in 
the interest of quality improvement, specialization, cost 
reduction and a better co-ordination of output with the 
pattern of growth of domestic and foreign demand. How- 
ever, as has been pointed out by Czechoslovak ministers 
and officials in recent months, the plan formulated in the 
later months of 1962 was ill-prepared. It represented a 
compromise between conflicting views — on the desirable 
pattern of national expenditure, on the degree of restric- 
tion and reorientation of domestic production required 
and, incidentally, on the priorities of the import and 
export plans; and it was approved by the Government 
on the condition that the output targets would be revised 
upwards in the first quarter of the year. In fact, the long, 
hard winter produced unforeseen difficulties, as in other 
countries; and many output targets were reduced in the 
version of the plan approved by the Government in May. 
At about the same time, however, the Central Committee 
of the Communist Party initiated a campaign for a raising 
of plan targets on the basis of “ action plans ” to be pre- 
pared in all branches in order to realize possibilities of 
increasing output. 

The prolonged uncertainty about the status of the 
original plan targets, and the revisions that followed, 
naturally impaired the co-ordination of output and supply 
plans at the enterprise and intermediate levels and of 
inter-enterprise supply agreements.** Moreover, the then 


12 See also Nowe drogi, No. 3, 1964. 

13 See also the Survey for 1962, Part 1, Chapter I. 

14 According to the Chairman of the State Planning Commission, 
there were “ two general revisions of the plan in the course of the 
year, in the sense of a reduction of the original output targets and a 
scaling down of plan indicators ” (Hospodarské поуту, 3 January 
1964). See also Planovane hospoddrstvi, No. 11, 1963 and Rudé 
Ргауо, 20 and 29 October 1963. 
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Prime Minister stated as early as January 1963 that the 
investment allocations were insufficient to provide for all 
the reconversion planned for the year.’° 


In the event, global industrial output in Czechoslovakia 
in 1963 was very slightly below the 1962 level, and labour 
productivity fell by 1 per cent, significant increases in 
Output were recorded only by the fuels, chemicals and 
food-processing branches (see Table 2). The increases in 
output in the two former branches and the stabilization or 
reduction elsewhere helped to reduce the gap between 
output and needs for their products; electricity generation 
increased by 4 per cent (less than planned) and, although 
the supply balance improved towards the end of the year, 
strict economy has continued to be imposed during the 
1963/64 winter despite the generally slack activity in the 
consuming industries. The metallurgical industries were 
able to improve the assortment of their output and to 
reduce significantly the backlog of orders for rolled 
products, and some bottlenecks within the engineering 
branches were widened ; in heavy engineering, especially, 
considerable reconversion seems to have been achieved. 


Nevertheless, the consensus of official opinion in 
Czechoslovakia appears to be that the major problems of 
industrial reorganization remain to be tackled and that the 
cost of such detailed improvements as have been achieved 
has in some respects been heavy. It is hardly surprising 
that, in the conditions summarized above, stock accumu- 
lation should have been excessive. The 1963 plan had 
called for a considerable reduction of stocks; but in fact 
they rose by Kés 7 billion — almost twice the amount of 
the shortfall on the plan for fixed capital formation. 
Investment goods piled up as a result of the cut in 
investment plans and cancellation of orders for equip- 
ment; raw materials and intermediate products accumu- 
lated as a consequence of cuts in output targets unco- 
ordinated with supply plans, though some of these stocks 
represent useful reserves for future output expansion. 
“Waste” production is estimated at Kés 1.5 billion, or 
11 per cent more than in 1962.18 


The 1964 plans 


Thus, President Novotny’s statement in December 1963 
of the main economic tasks for 1964 identified virtually 
the same problems as had motivated the plan for stabili- 
zation of total Czechoslovak industrial output and reform 
of its pattern more than a year earlier: “There have been 
shortcomings in plan fulfilment. The result is that we 
start even the second year after the 12th Party Congress 
with a number of complex problems which we must solve 
at all costs. . . . It is no longer possible to have a situation 
where, on the one hand, there are great strains in our 
material and energy resources and, on the other hand, 
goods are produced for which there is no demand, which 
are destined for stocks, which are of low quality or even 
unusable. Similarly, we must soon put a stop to a state of 


15 Rudé Ргауо, 9 January 1963. 


1в Rudé Ргауо, 17 December 1963. This report also argues that the 
cutting back of output and investment in 1962 has meant that “ the 
resources necessary for further development of production and for 
keeping up the standard of living have been reduced this year ”. 


affairs when, because of a too wide range of production 
and insufficient specialization, our costs are too high and 
technical standards too low. Responsible economic organ- 
izations cannot persist any longer in their lack of decision 
when it comes to stopping unwanted production, reducing 
stocks, closing uneconomic plants and concentrating pro- 
duction in modern enterprises.”*” 


However, in contrast with the views reflected in the 
1963 plan, it has now been decided that the desired 
structural changes can best be brought about in 1964 
within the framework of a gradually expanding economy; 
the 1964 plan calls for a 3.6 per cent rise in global indus- 
trial output, to be achieved mainly by raising labour 
productivity by 2.8 per cent.1* Heavy engineering produc- 
tion — already reoriented to some extent in 1963 —is 
expected to rise more than the average (by 6.8 per cent), 
and its deliveries for domestic investment purposes by 
17 per cent. The 9.2 per cent rise of chemicals output 
should exceed that of any other branch. The planned 
7.9 per cent increase of electricity generation will not avert 
the need for strict economy in its use.1? In sum, the 
output of the industries producing basic materials and 
fuels is to increase by 5.7 per cent and that of the pro- 
cessing industries by 2.9 per cent; an improvement in the 
supply situation is expected also from a rise in imports, 
particularly from the Soviet Union. The process of con- 
centration of industrial production initiated in 1963 is to 
be carried to a new stage; a considerable number of 
obsolete plants will be entirely abandoned and the staff 
transferred to establishments working at less than full 
capacity.?° 

Nevertheless, the drawing up of the plan has clearly 
again proved difficult,** and in the end, “the plan for 
1964 has not yet been brought into balance. . . . Dispro- 
portions persist between the supply of raw materials and 
the needs of transforming industries, and between possi- 
bilities of agricultural output and increasing demand for 
agricultural products.... Specialization, modernization 
of plants, concentration of production, automation, etc., 
have again not found a satisfactory solution in the 1964 
plan. The solution has been postponed, and has so far 
remained, to a large extent, at the stage of perspective 
studies. 22 


In Poland, as in Czechoslovakia, the elimination of 
strains in the economy is a major objective of policy in 
1964. The essential means to this end is a relaxation of 
the investment drive; correspondingly the gap between 


17 Rudé Ргауо, 13 December 1964. 


18 Rudé Ргауо, 26 January 1964. See also statement by the Chair- 
man of the State Planning Commission on the 1964 plan, Rudé 
Ргауо, 31 January 1964. 

19 [bid, 


2 Closures in 1964 will affect 162 enterprises employing 15,000 
persons (Rudé Pravo, 31 January 1964). 


1 According to the Chairman of the State Planning Commission 
the draft plans of enterprises contained Kés 2.4 billion worth of 
production unmatched by demand and simultaneously showed a 
Kés 5 billion gap between supply possibilities and input require- 
ments; the problem of reducing excess stocks again appears in- 
tractable (Киа Prdvo, 21 December 1963 and Hospoddi'ské поуту 
3 January 1964). , 


22 Rudé Ргауо, 26 January 1964. 
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the growth of output of consumers’ goods (5.7 per cent 
against 1.6 per cent in 1963) and producers’ goods (7 per 
cent in both years) should narrow. The better 1963 
harvest and increased imports of materials for the con- 
sumer-goods industries should facilitate this change. In 
the interests both of restraining the rise of industrial costs 
and of limiting the increase in aggregate personal income, 
a limit of 100,000 workers has been set to recruitment to 
non-farm employment in the course of 1964, and control 
over enterprises’ wage-bills has been tightened accordingly 
(see below). It is hoped that two-thirds of the rise in 
industrial output in 1964 will be provided by greater 
productivity. 


In eastern Germany, a slight speeding-up of the indus- 
trial expansion is planned for 1964, but again the 
emphasis is on encouragement of the optimum pattern 
of growth: “we are no longer concerned about a tenth of 
a percentage increase in the rate of expansion or about 
production at any cost”, what matters is “the rapid 
development of output in the leading branches”.?* Parti- 
cular emphasis is placed on expanding energy supplies to 
avoid a repetition of the recurrent shortages of 1963; and 
in other respects the past priorities appear to have 
changed little. 


The Hungarian 1964 plan — as usual in recent years — 
calls for a relatively modest (7 per cent) rise in global 
output and a rise of labour productivity also similar to 
that obtained in 1963 (see Table 1). A particularly sharp 
rise in output of building materials should compensate for 
the slow expansion of the last two years and meet the needs 
of an expanded investment programme, and it also reflects 
completion of a large new cement plant of 1 million tons’ 
capacity. Output of the metal-using industries should also 
rise at well above the average rate, with a growing con- 
centration on the branches with strong home or export 
demand — for example, metal-cutting machine tools (a 
rise in output of 17 per cent), chemicals equipment (27 per 
cent) and motor-trucks (15 per cent). 


In Rumania and Bulgaria, high rates of industrial 
growth are planned to continue— though with some 
deceleration in the latter country. The extremely high 
growth rates planned for the fuel and metallurgical indus- 
tries in Bulgaria reflect the expected completion of new 
capacities, for coal, for iron-ore mining and refining, and 
also for non-ferrous metals (lead, zinc and copper). 


The 1964 plans for the eastern European countries 
briefly reviewed above imply a rise in global output for the 
group as a whole of some 614 per cent, or somewhat 
greater than that recorded in 1963. The rates and patterns 
of growth foreseen and the problems to be resolved in the 
next year vary significantly; but one common feature of 
development during the 1960s is the tendency for the 
engineering and chemicals industries to lead the expansion 
and, increasingly, for the latter branch now to catch up 
with the earlier leader or to draw ahead. In Poland and 
Bulgaria this should occur in 1964, when a planned 
acceleration of the output of chemicals is accompanied by 
a planned deceleration of engineering output. In Czecho- 


23 The Chairman of the State Planning Commission, Neues 
Deutschland, 4 October 1963. 


slovakia, eastern Germany, Hungary and Poland, the 
growth of petro-chemicals is to receive impetus by the 
completion of new sections of the pipeline linking these 
countries with the Soviet oilfields. In Bulgaria a similar 
role will be played by the completion of the Burgas oil 
refinery. Hungary envisages a further steep increase in 
output of pharmaceuticals, although the rate of expansion 
of the chemicals industry as a whole will continue to 
decelerate in this country. It may be noted, however, that 
except in Rumania (commanding a rich raw material 
base) the relative expansion of the chemicals industry in 
Hungary was greater during 1960 to 1963 than in other 
countries of the region (see Table 4). 


The chemicals programme in the Soviet Union 


As mentioned above, the according of a more effective 
priority to the development of the chemicals industry is 
now a major objective in the Soviet Union in particular, 
where the disproportion between the planned and actual 
annual growth rates of output in the chemicals and the 
engineering industries during the last five years (planned 
17 per cent and 10.4 per cent, respectively: ** actual 
1314 and 1414) has been one of the major shortcomings 
of the otherwise impressive industrial expansion under 
the Seven-year Plan. 


The weights of these two branches in global industrial 
output in the Soviet Union appear currently to be of the 
order of 4-5 per cent for chemicals and 25 per cent for 
engineering; 2° and the share of chemicals seems very low 
by comparison not only with shares in developed market 
economies but also with shares in some of the eastern 
European countries.2® Moreover, the relative lagging of 
growth in the Soviet chemicals industry has even in- 
creased in the last decade. In the decade ending 1962, 
the average rate of expansion of the chemicals branch 
exceeded that of total industry by 214 times in the United 
States, twice in France, 1.5 times in the United Kingdom 
and western Germany and 1.3 times in the Soviet Union. 
In more recent years, as can be seen from Table 4, the 
acceleration of chemicals output in the Soviet Union has 
nevertheless left its relative growth rate lower than that 
in most eastern European countries. 


24 Average annual rates under the original targets of the Seven- 
year Plan (see above). 

25 Ног the share of engineering output see Ekonomika sotsialisti- 
cheskoi promyshlennosti, 1963, р. 28, and the Bulletin, Vol. 15, 
No. 1, p. 49. For chemicals, see the United Nations World Economic 
Survey 1961, Table 3-13. The estimate there shown for the share of 
chemicals output is consistent with later statements by Mr. Khrush- 
chev (Pravda, 10 December 1963) and A. Malyshev (Pravda, 
18 January 1964) who gives a similar figure for the share of the 
industry in industrial employment — 3.6 per cent. 

26 А. Efimov (Voprosy ekonomiki, No. 1, 1964) and М. Baibakov 
(Kommunist, No. 18, 1963) both estimate that the Soviet chemicals 
output is only about one-third of that of the United States whereas 
total Soviet industrial output approaches two-thirds of the United 
States level. The former also compares the shares of the chemicals 
branch in Soviet national income with its share in national income in 
some western European countries; he indicates that the shares in the 
latter countries are frequently twice as large as in ti.e Soviet Union. 
Data on shares of chemicals in global industrial output in the Soviet 
Union and in the eastern European countries are given in the World 
Economic Survey, loc. cit. 
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TABLE 4 


Indices of relative growth of some major industrial branches in six countries, 1960 to 1963 and 1964 Plan 
Е Ca Ще ae HONGO: ae Se ees 


Bulgaria Czechoslovakia pees Hungary Poland Rumania Soviet Union 
и 1960 оба | 1960 Yoga | 1960 1964 |) 1789" 196 196% НЕС г Е 
1623 Рав | 153 Ма | ода Plan | 1963 Plan | 1963 Рай | 1963 Рай | 1963 Plan 
Не мые 95 520 118 35 705 586 582 oe 55 83 70 Ae 59 ¢ 
А о is ee ge 12526 1355) 219 98 135 We 140 129 11572 126 192 133 a's 
ОН 4 6 § 6 Ge Ss oc 178 177 125 169 134 140 125 151 198 121 122 125 160 120 
@Нетиса] о 2 mee cee ae 148 285 239 256 128 132 190 117 178 179 192 192 165 206 
Вона маена а. вое. 107 265 — 92 151 24 216 80 114 120 a 105 
а < sg Gn a a 8 Я о 67 * 86 44 78 86 664 954 88 75 41 
Ее оо 5 5 5 o oo 87 78 84 32 26 59 54 92 77 


Sources: As for Tables 2 and 3 (see note to Table 3 оп coverage of Czecho- 
slovak data). 


Note. — The indices were obtained by dividing the average annual growth 
rate of the given branch by the average growth rate of total industry and multi- 
plying by one hundred. 


The disproportion between the growth rates of Soviet 
chemicals output and that of the engineering branch under 
the Seven-year Plan has hampered the achievement of the 
desired technical progress in both branches and has also 
delayed the achievement of the structural changes required 
to meet other plan objectives, including those of agricul- 
tural expansion and technical progress in the light indus- 
tries.27 Output of chemical fertilizers, scheduled to in- 
crease at an annual rate of 16 per cent under the Seven- 
year Plan, actually rose at an average rate of 10 per cent 
between 1958 and 1963, and the discrepancy between 
actual and planned supplies of chemicals to the light 
industries was not less pronounced. Between 1958 and 
1963, output of artificial and synthetic fibres, for ex- 
ample, rose by 13 per cent a year against a Seven-year 
Plan average rate of 22 per cent. The disproportion 
between the actual and planned rates of growth for 
synthetic resins and plastics has been still greater —a 
128 per cent rise from 1958 to 1963 compared with a 
planned sevenfold increase by 1965. 


It is quite clear that the intensified drive for expansion 
of agriculture, which from now on will receive top 
priority in the development effort, as well as the greater 
emphasis given to expanding supplies of manufactured 
consumers’ goods, would be unthinkable without the 
necessary increase in output of chemicals; and it was 
against this background that the December 1963 Plenum 
of the Central Committee of the Communist Party recom- 


27 According to Voprosy ekonomiki, No. 1, 1963, р. 143, the 
distribution of chemicals output among using sectors has been as 
follows: 


Percentage 
of total 
Ferrous and non-ferrous metallurgy .... . 3.8 
о вин Dei 
BNET Sy sees о а аа аа 0.2 
НЯ р ео she о о о и 31.2 
Timber, paper and wood processing ..... 4.8 
Processing of non-metallic minerals ..... 1.8 
Light-industry yee. ui cies Бе 16.4 
Foods processing tani. hme sens ra eee 2.1 
Agriculture 2 ни о 11.5 
Transport and communications ....... 11.5 
Trade catering and services. .....eve-. 14.0 


@ Data for 1963 are not available. 
> Mining. 
с 1960-1962. 


4 Cellulose and paper, glass and china, textiles, clothing, leather and footwear 
industries together. 


mended sweeping changes in the rate of expansion of 
output of some chemical products, with corresponding 
adjustments in other industrial branches.?* Thus, output 
of chemical fertilizers is to rise from 20 million tons (gross 
weight) in 1963 to 70-80 million in 1970, or by some 8 
million tons annually over the next seven years (see also 
section 3) and the plan for 1964-1965 calls for a sufficient 
acceleration of output to overtake the whole of the present 
backlog under the Seven-year Plan. It may be that large 
new production capacities are approaching completion in 
the very near future: if not, the task appears immense, 
since it requires a rise in output to 25% million tons by 
1964 and 35 million tons by 1965. Output of artificial and 
synthetic fibres is planned to reach 1.35 million tons, and 
that of synthetic resins and plastics 3.5-4.0 million tons, 
by 1970, against 308,000 and 589,000 tons, respectively, 
in 1963; and the input coefficient of chemicals into the 
paper and wood processing industries is to rise from 
3.9 per cent to 16.4 per cent, in the building materials 
industry from 0.7 per cent to 7.3 per cent and in some 
branches of engineering to three times its present level. 
However, for both fibres and plastics, it has been neces- 
sary to revise the original 1965 targets downwards by 
33 per cent and 46 per cent, respectively, and for the 
chemicals branch as a whole the trebling of output from 
1958 to 1965 originally planned is now reduced to an 
increase of 157 per cent.?° 


It may be noted, nevertheless, that the target for 
engineering output in 1965 — originally a rise to about 
double the 1958 level—has now been raised by two 


28 The subject has since been exhaustively discussed in Soviet 
publications, notably in Kommunist, Nos. 18, 1963 and 1, 1964, 
Planovoe khozyaistvo, No. 1, 1964 and Ekonomicheskaya gazeta, 
passim. 


° See Appendix Table I. On some of the apparent implications 
of the 1970 and 1980 plans for these products, and of similar plans 
in the eastern European countries, see also memorandum prepared 
for the United Nations Conference on Trade and Development, 
E/CONF.46/35, section 8 — in process of printing as Part 2 of this 
Survey (see also Notice to Readers). 
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successive revisions to an increase of 140 per cent. On 
the other hand, the enhanced priority for chemicals as an 
input-providing branch has been accompanied bya scaling 
down of the 1965 target for steel output. The excessive 
attention given to raising steel production has long been 
a target for criticism, by Mr. Khrushchev in_ particular: 
but the original 1965 target was, nevertheless, revised 
upwards in 1961. It has now been reduced once more, to 
a target within the original range: 


Target 1965 
Index number, 1958 = 100 


Original Revised Current 
Crudeisteciane sae 157-166 173-176 163 
Rolled products. . 152-163 170-172 160 


Source : Appendix Tables I and II. 


Closely related to the enhanced priority now given to 
the chemicals industry in the Soviet Union is an intensified 
effort to step up output (as well as imports) of chemical 
equipment. Much criticism has recently been levelled at 
the comparative backwardness of this branch of the 
engineering industry. Its rapid expansion of output — by 
156 per cent between 1958 and 1963 — has clearly been 
inadequate (its weight in total engineering output during 
1959-1960 is reported to have been only 0.6-0.7 per 
cent); *° and its failure to supply equipment of the correct 
type, in the necessary quantities, and in time, is held 
responsible for serious delays in commissioning new che- 
micals plants as well as for obliging many existing installa- 
tions to operate below capacity.*? Attention has been 
drawn to many other difficulties that will have to be 
overcome to bring about the planned acceleration of 
chemicals output — improvement of basic raw materials 
supplies, so inadequate that “ many chemical plants are 
working at only 25-30 per cent of capacity ”, shortages 
of skill and manpower, inefficient utilization of equip- 
ment, inadequate and badly co-ordinated research.** 


Institutional developments 


In a number of countries, further steps were taken in 
1963 to improve the efficiency of industrial planning and 
management, some of which were reported in the last 
issue of the Bulletin.** 


In Hungary, the continuous reforms of planning and 
management techniques, which have already brought 
substantial improvements in the working of the economic 
system, were carried a step further in 1963 with the 
introduction from 1 January 1964 of a capital users’ 
charge — equivalent to a rate of interest of 5 per cent on 


30 М. Federenko, Kommunist, No. 4, 1963, р. 40. He points out 
that the Uralsk chemicals combine — one of the largest — manu- 
factured 580 different types of machinery in 1963 and that a large 
part of its output was destined for industries other than chemicals. 

31 See Mr. Khrushchev, Pravda, 10 December 1963. 

382 Federenko, Joc. cit.; Pravda, 3 February 1964; М. Baibakov, 
loc. cit. 

33 Vol. 15, No. 1, section 6. 


the gross book value of fixed capital and on working 
capital — into the price system and the calculation of 
enterprises’ costs and profits. Since amortization rates 
are already relatively high in Hungary (and depreciation 
funds are not invariably at the free disposal of the 
enterprise) the incentive to economize capital should now 
be considerable.*+ 


The reorganization of enterprises into larger-scale units 
in Hungary has been completed for the time being. The 
difficulties encountered had some adverse effects on 
production in 1963; but long-term benefits are expected 
from the new possibilities created for realizing economies 
of scale, for better utilization of research facilities, etc. 


The introduction of a charge on fixed capital is also 
envisaged in eastern Germany; and a “production fund 
levy” will be experimentally introduced for some enter- 
prises in 1964, calculated as a percentage of productive 
capital used by the enterprise. State subsidies to pro- 
duction enterprises are to be gradually eliminated and 
the situation of enterprises with “planned losses” re- 
examined. Autonomous cost accounting was rendered 
obligatory for all VVBs (Associations of State Indus- 
trial Enterprises) on 1 October 1963, and they will be 
obliged in future to finance their investment from their 
own profits and accumulated amortization— again a 
move calculated to encourage a more efficient use of 
scarce capital in the economy as a whole. These measures 
are linked with the gradual implementation of the “new 
economic system for planning and management” in all 
sectors, with stress on profitability for the enterprise and 
the есопоту.3° In order to create conditions in which 
“profit” can become a realistic indicator, a series of 
reforms were decreed in the beginning of 1964.38 The 
first stage of the long overdue industrial price reform (to 
be carried out during 1964 to 1966) will be introduced on 
1 April, when new prices will become effective for a 
number of important industries — including fuels, electric 
power, basic materials and chemicals— _ together ac- 
counting for about one-quarter of global industrial pro- 
duction. The new prices, differentiated according to 
quality, are calculated so as to permit the industrial 
enterprises to cover costs and make profits, which will 
inter alia finance their planned capital formation. A 
revaluation of fixed assets (at current replacement prices) 
in centrally administered state industry became effective 
on 1 January 1964. In the basic industries to be affected 
by the price reform, new amortization rates will be intro- 
duced. Decisions have also been taken on the principles 
for setting up a single premium fund within each enter- 
prise, which will be closely related to profits. 


In Czechoslovakia, problems of improving inter-sectoral 
co-ordination and the organization of material supplies 
have been given increasing attention; and the measures 
taken have generally tended to strengthen control by the 


34 The effectiveness of such measures depends, of course, on 
managerial premia being closely linked to profits — as in Hungary 
they are. 

36 See Richtlinie fiir das neue Gkonomische System der Planung 
und Leitung der Volkswirtschaft, Berlin, 1963. 


36 See Neues Deutschland, 1 February 1964. 
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central authorities, and particularly by the State Planning 
Commission. In September 1963, the Government issued 
a decree on “Measures to strengthen the central direction 
of material and technical supplies”, valid for the drafting 
of the 1964 plan, which included a widening of the scope 
of material balances prepared by the State Planning Com- 
mission, provision for a closer scrutiny of technical norms 
by ministries and an increase in the responsibility of 
ministries for the supply arrangements of their enterprises. 
A lively discussion is in progress on the changes necessary 
in the planning “model” — one school of thought advocat- 
ing more effective central control, another a system relying 
more on effective incentives and semi-market pressure at 
the enterprise level. 


In Poland, a modification of the system of wage-fund 
control was introduced in December 1963 which may have 
a considerable effect both on the activities of individual 
enterprises and on the determination of the total wage- 
fund. Heretofore, adjustments in the wage fund at the 
disposal of enterprises have been. linked almost automati- 
cally with over-fulfilment of the production plan,*” though 
the banking system has been responsible for guarding 
against abuses. In future, the wage-funds of enterprises in 
most industrial branches will be fixed for any year subject 
only to possible recourse to “wage-fund reserves” under 
the control of the supervisory industrial associations or 
ministries. The reserves are intended to be used mainly to 
support improvements in the quality and structure of 
output and reductions in cost; they may be drawn upon 
also to permit over-fulfilment of output plans, but only 
if prior approval of the above-plan expansion has been 
given by the supervisory body. The new system appears 
to have several advantages over the old. It should tighten 
the central authorities’ control over both the total wage- 
fund and the pattern of growth of employment, since 
differentiated pressures can now be exerted through the 
relevant ministries or industrial associations should the 
“wage-fund reserves” in total, or any one of them, 
appear to be running down too rapidly. Provided that the 
interests of the Ministries and industrial associations them- 
selves in over-fulfilment of global output plans are not 
too strong, it should also enable increased pressure to be 
exerted on enterprises to improve the quality and assort- 
ment of their production rather than to pursue the easiest 
road to plan fulfilment. The new system is not yet to apply 
to mining, metallurgy, food processing and some branches 
of light industry, for which it is considered that a general 
pressure to maximize output is still appropriate.®8 


In the Soviet Union the lively public debate on possible 
reforms of the system of economic planning and manage- 
ment stimulated by the publication of Professor Liber- 
man’s proposals (reviewed in the last SURVEY)®° seems 
to have been, at least temporarily, suspended. The 
Council of Cost Accounting and Material Incentives and 


37 The adjustment coefficient, differing from branch to branch, 
amounted on the average for industry to 0.5 per cent — 1.е., for 
each 1 per cent excess production, industrial enterprises were entitled 
to exceed their wage fund allotment by one-half of 1 per cent. 

38 See Zycie gospodarcze, No. 1, 1964. 


39 SuRVEY for 1962, Part 1, Chapter I, pp. 45-47. 


the State Planning Commission — required to study and 
report on the applicability of Professor Liberman’s pro- 
posals — have now submitted their reports and it has been 
stated that some practical recommendations are to be put 
into effect;*° but neither the reports as а whole пог these 
recommendations have yet been published, and it seems 
unlikely that the latter reflect the fundamental elements in 
Liberman’s proposals — the tying of the size of premia 
for management to the enterprise’s ratio of profit to 
capital assets and the use of the output-assortment- 
deliveries plan as a “release” indicator for the premia thus 
determined. Writings on the subject published recently 
tend to reflect the view that, unless the “model” of the 
economy is modified to an extent incompatible with 
directive planning, no single instrument can be devised 
which would ensure that enterprise management will act 
in strict correspondence with the priorities of the central 
plan. Thus attention has again been focussed on the 
relative merits of the various combinations of “indi- 
cators”, in the context of their applicability to specific 
branches, and the purposes they have to serve.** At the 
same time, work is being intensified on the application of 
mathematical techniques to economic planning and 
management, with the aim of increasing the efficiency 
of central controls. 


Some organizational innovations in the Soviet Union 
during 1963 were reported in the last issue of the 
Economic Bulletin for Europe,*® and included the creation 
of a new co-ordinating organ for problems of industry 
and construction. The Central Planning Board, placed 
under the supervision of this organ, performs now the 
functions of long-term and short-term planning, the 
former having been previously shared with the “Gose- 
konom Soviet”. Control over implementation of plans, 
formerly also partly exercised by the Central Planning 
Board, is now concentrated with the “Sovnarkhoz SSSR”. 
A second change from past practice is the decision to 
establish the 1964-1965 plan on a two-year basis, with 
operational targets for enterprises similarly established 
for two years, with annual and semi-annual subdivisions 
(instead of annual and quarterly periods as before) cover- 
ing only major items. It remains to be seen whether this 
rather greater flexibility for planning by the enterprise 
will be perpetuated; but some desire to enhance the 
responsibilities of the enterprises is also manifested in 
the recent widening of their role (and that of local author- 
ities) in the elaboration of plan targets.*? Such planning 
“from below”, while nominally in existence before, has in 
fact played only a limited role in the elaboration of pre- 
vious plans.** 


“0K. Plotnikov, Voprosy ekonomiki, Мо. 11, 1963, р. 83. 

“1 See, for example, Voprosy ekonomiki, Nos. 5, 6 and 9, 1963: 
containing, respectively, articles by V. Sucharevsky, V. Laptiev 
and N. Spiridonova. 

42 Ус]. 15, No. 1, section 6. 

48 Planovoe khozyaistvo, No. 5 and No. 11, 1963. 


44 See, for instance, У. Nemchinov, Р/апоуое khozyaistvo, No. 7, 
1963, “. . . the co-ordination between local and global planning 
was practically non-existent. Most often the considerable work 
accomplished at the enterprise level remained entirely unused in 
the files of the planning specialists.” 
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3. AGRICULTURE 


In the eastern European countries, global agricultural 
output in 1963 was everywhere above the generally poor 
1962 levels; crop production rose but the output of the 
livestock sector continued to be depressed by the effects 
on feed supplies of the bad 1962 harvests. In Bulgaria 
the rise in global output in 1963 appears to have been 
negligible; and in Czechoslovakia, Poland and Rumania 
it was insufficient to offset the previous year’s fall (see 
Table 5). Even in Hungary — with Albania, one of the 
‚ only two countries showing some progress over the two 
years 1962 and 1963 taken together — global output was 
only 1-2 per cent above (and net output some 7-8 per cent 
below) the 1959 peak; and only in Albania, Bulgaria and 
Rumania do the figures for the years since 1958 show 


TABLE 5 


Global agricultural output, 1961 to 1964 Plan 


Percentage increase over preceding year 


ae 
cumu- 1963 1963 
У lative) 1961 1962 Plan Actual т 
1958-1962 
Albania 
а caer. s 9.9 107 210-0 222.0)" са. 8.07 = 13:4 
Bulgaria 
ve talme cutcw. ~. 5.1 —3.5 4.2 0.4 8.64 
Crop output . 4.3 —9.3 8.8 
Animal output 6.6 8.4 —3.7 
Czechoslovakia 
Total —0.8 — -76 9.5 6-7 6.5 
Crop output —2.7 —3.1 —12.0 18.4 15 7.6 
Animal output 1.0 2.9 —lto —2 
Hungary 
Motalaesee 6% 0.7 0.7 1.6 12-14 4-5 4-5 
Crop output . OS —39 39° 220 8-9 
Animal output 0.3 6.4 —0.3 6 —1ю —2 
Poland 
о. 1.4 10.4 —8.5 5.8 3.8 ИЦ 
Crop output . 0.5 11.6 —14.2 11.6 les} 0.8 
Animal output Zl 8.5 — —2.0 —6.1 1.6 
Rumania 
ое 2% 4.8 8.0 —8.9 17 3-5 * 
Crop output . 4.2 3.4 —9.0 20.9 
Animal output 6.1 18.7 —8.5 10.2 
Soviet Union 
MiG tell ie ee ren i leg 2.6 1.2. са. —7 * 
Crop output . 0.3 2.0 —- 


Animal output 35 4.5 2.6 


— ия 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 

а This target appears to have been established on the basis of the earlier expectation 
of a 4.5 per cent rise in output in 1963 mentioned in the debate on the 1964 Plan 
(Rabotnichesko delo, 11 December 1963). If this is so, it would imply a rise of 
about 13 per cent over actual output in 1963 as given in the plan-fulfilment 
report. 


rates of expansion markedly exceeding the population 
growth (data for eastern Germany are not, however, 
available). For the Soviet Union, no figure for the change 
of global output between 1962 and 1963 has been pub- 
lished; but it certainly fell and, as indicated in section 1, 
a reduction of some 7 per cent can be deduced from other 
official data. This reflected declines both in crop produc- 
tion — largely attributable to disastrous weather condi- 
tions — and in the output of the livestock branches. As 
in several of the other countries of the region, progress 
over the five years since 1958 has been slow; and neither 
in the Soviet Union nor elsewhere are the original 1965 
targets of the long-term plans likely to be attained. 


The tendency for the rise of global output to slacken in 
most countries in recent years is illustrated in Chart 1, 
where it contrasts with the striking increases in investment 
in agriculture. The chart may give a somewhat exaggerated 
impression of the growth of investment over the whole 
period since 1950, since estimation of private investment 
is difficult and the total for the pre-collectivization periods 
may thus be understated; but the increases have never- 
theless been very great and other material inputs have 
also risen substantially.*° 


In Czechoslovakia, eastern Germany and Hungary, in 
particular, investment has had to compensate for an 
outflow of labour from agriculture; and the need for 
mechanization for this purpose may have limited the 
resources that could be devoted specifically to raising 
yields. Moreover, collectivization has, in itself, involved 
some significant investment cost during the period in all 
countries except the Soviet Union and Poland. However, 
it is now appreciated, in most of these countries, that the 
earlier increases in output obtained from larger investment 
and other material inputs represented, to a considerable 
extent, an exploitation of the relatively easy opportunities. 
Today, substantial and sustained improvements in output 
increasingly depend on the supplementing of growing 
material inputs with better economic management of the 
agricultural sector (with respect to income and price 
policies, the distribution of investment, etc.), on the 
spread of technical knowledge and skills, and on the 
choice of appropriate patterns of development. 


Slow progress in agriculture threatens increasingly to 
constitute a bottleneck inhibiting general economic expan- 
sion in the region — limiting the possibilities of raising 
personal incomes without also increasing food-import 
bills (or reducing exports of foodstuffs) and thus compli- 
cating balance-of-payments problems. A rapid and sus- 
tained rise in farm output is thus everywhere a major 
objective of policy, though the targets set for 1964 are 
generally relatively modest in recognition of the difficul- 
ties that have to be overcome. 


45 Chart 1 does not, of course, give any indication of the differ- 
ences among countries in the absolute returns to investment in 
agriculture during the period, or even of the respective rates of 
increase of capital stock — which, for example, must have been 
higher in Bulgaria than in Czechoslovakia despite the similar slope 
of the two lines representing investment outlays. 


Page 16 — Chapter I 


CHART 1 


Global output and investment in agriculture in eastern European countries 
and the Soviet Union, 1950 to 1962 


Index numbers of volume: 1950 = 100 


BULGARIA CZECHOSLOVAKIA 


ed 


Note. — Basic data on investment are in prices of the 
following years: 1956 in Bulgaria, 1959 in Czechoslova- 
kia and Rumania, 1955 in the Soviet Union and at current 
prices in Hungary. 

Data include forestry, except in Poland and Rumania. 


SOVIET UNION 


1950 51 52 53 54 55 56 57 58 59 60 61 62 1963 


Global a Invest- cee seereecee 4-year moving average 
output ment of global output 


Sources : National statistics. 


Chapter I — Page 17 


TABLE 6 


Global output (A) and state procurements (B) of basic crop products in the Soviet Union, 1958 to 1970 Plan 
Millions of tons 


Product 1958 1959 1960 1961 1962 1963 ee Eke ee 
n an 
Cereals (excluding maize in lacto- 
CErOticrstale). a wks core A 134.7 119.5 125.5 130.8 140.2 ; 167.1% 173.6% 229-262 
. B 56.6 46.6 46.7 ЭР] 56.6 44.8 67.2 68.8 90 
as percentageofA....... 42 39 972 39.8 40.4 40.2 39.6 (A 
Cotton wears, обои А-В 4.34 4.64 4.29 4.52 4.30 5.21 5.0 5.7-6.1 6.85 
Бират- Бесы М. pie Ща А 54.4 43.9 577 50.9 47.4 oh 76-84 86 
В 51.0 41.4 52.2 47.7 43.9 41.4 70.2, 86 
В а5 percentageofA....... 93.8 94.3 90.5 93.7 92.6 
DUNHOWER ее, gon vig sy ie. A 4.6 3.0 4.0 4.8 4.8 oe 6 
B 2.6 1.9 AB 2.9 3.1 3.0 3.6 re 5 
BaspercentageofA....... 56.5 63.3 Sikes) 60.4 64.6 87.7 
ВОЕН. Le ets. Ag A 86.5 86.6 84.4 84.3 69.7 a, 147 140 
B 7.0 6.8 Hel 7.0 Sy, 8.0 
pas) регсешаре opi Ag. staan) © 8.1 7.9 8.4 8.3 8.2 
Рае, с ле А 14.9 14.8 16.6 16.2 16.0 es 47 
B 4.2 4.5 Sail 5.5 5.9 6.3 
(Bras percentage-of Av. =. 2. . 28.1 30.4 30.7 35.0 36.9 
enuits andeberricsa: ae) eel se A 3.1 В 3 2.8 3.0 
са. 14° 28 с 
ОВО И Re oh о ene А 17 Li 1.9 2 3.0 
Fruits ee. See Е. 7] 1.89 1.91 1.94 2.30 2.91 2.99 
ТЕН а aes 6 A=B 0.138 0.146 0.164 0.162 0.179 0.196 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


@ Probably including maize in lacto-cerotic stage, output of which has amounted 
to some 7-8 million tons in recent years. 


Investment outlays and other material inputs are 
planned to continue to rise, and in some countries to 
accelerate, and increasing stress is laid on supplementary 
measures. New soil investigations, as a fundamental 
prerequisite for efficient cultivation, are being prepared in 
several countries; existing land improvement schemes are 
being extended, and their implementation accelerated; 
the importance of skill and knowledge in the use of 
increasingly available fertilizers, pesticides and other 
chemical agents is no longer disregarded; more attention 
is being given to careful selection of seeds and of 
breeding-stock; efforts to spread scientific feeding meth- 
ods are being multiplied; and, last but not least, the 
human element behind the production process is receiving 
enhanced recognition in the search for more appropriate 
and efficient material incentives to the peasant popu- 
lation. 48 None of the elements in current farm policies 


46 “ We have to train people so that they know the production 
process, know how to work; we have to urge them to learn, to 
perfect themselves and improve their qualifications. In training 
our skilled workers (cadres) we have hitherto relied only on the 


b The original target appears to have been 8 million tons (see SSSR у tsifrakh у 
1961 води, р. 166 and the Survey for 1961, Part 1, Chapter II, р. 55); the target 
has recently been restated by Mr. Khrushchev as 6.8 million tons (see Izvestia, 
15 February 1964). 


С All fruits. 


in the region is new in itself. The change is, first, in 
the increased urgency attached — particularly in the 
Soviet Union but also elsewhere — to solving the pro- 
blems at present inhibiting expansion and, secondly, in 
the relative emphasis given to the various means by 
which a solution may be sought. 


The Soviet Union 


No data on the 1963 harvest in the Soviet Union have 
yet been published, and estimation on the basis of the 
data for procurements shown in Table 6 would be ex- 
tremely hazardous in the quite exceptional conditions of 
last year. On the one hand, there is normally a tendency 
for the satisfaction of on-farm requirements for food and 
feeding-stuffs to be given priority by the farmers over 
sales off farms; on the other hand, there is an equally 


moral factor in persuading them. This is necessary of course, but 
in addition we have to find material incentives and link remunera- 
tion for work with production results.” (Mr. N. Khrushchev, 
Izvestia, 7 March 1964.) 


Page 18 — Chapter I 


normal tendency for the state procurement organizations 
to try to make sure of adequate supplies for the towns 
when a shortage clearly threatens, though this may have 
been modified in 1963 by the fact that the decision to 
import large quantities of wheat was taken relatively 
early.*7 It is clear that total crop production has fallen 
markedly, but the magnitude of the decline in the index 
number of global output of the crop sector cannot be 
estimated with any degree of confidence. 


It was clear early in the autumn that bad weather 
throughout the year in the main producing regions had 
resulted in a major failure of the cereals harvest, despite 
a large increase in the area sown.*® The area harvested 
was probably considerably smaller than that sown, and 
average yields must have been lower than in any recent 
year. The share of autumn-sown crops was smaller than 
usual; the losses in the virgin lands were very heavy, and 
the pulses which had been sown on an area 78 per cent 
(5.6 million hectares) larger than in 1962 are reported to 
have yielded poorly in many regions. Total state pur- 
chases of grains were nearly 20 per cent below those of 
1962; and only slightly above the average in 1954-1962. 
Deliveries from Kazakhstan fell by 40 per cent, from the 
RSFSR by 23 per cent and from the Ukraine by 9 per 
cent. Heavy wheat purchases abroad appear to have more 
or less guaranteed total state supplies at the 1962 level; 
but, as indicated above, it is difficult to judge how far the 
state and collective farms have been able to retain the 
normal quantities for their own use.*® 


The sugar-beet harvest must also have declined. The 
area sown was greater than in 1962, but if state purchases 
represented the normal 93-94 per cent of the total harvest, 
yields were probably among the lowest in the postwar 
period. A further increase in area by 30 per cent (for 
which the Ukraine will be partly responsible) is planned 
in 1964, to ensure 70.2 million tons of state purchases, or 
nearly 70 per cent more than in 1962 — а volume never 
before attained.®*® The original 1965 output target was 
76-84 million tons and that for 1970 was 86 million. These 
may, however, be modified as deliveries under the recent 
trade agreement with Cuba increase.*? 


47 Data so far available from exporting countries indicate that 
agreements have been concluded for about 12 million tons. 


48 See the Economic Bulletin for Europe, Vol. 15, No. 1, section 7. 


49 Little official information is available on the utilization of total 
Soviet grain supplies. It can, however, be assumed that most of the 
concentrated feed for livestock (in 1962 amounting to more than 
61 million tons) consists of cereals. The Soviet Minister of Agri- 
culture has recently indicated that 17.6 million tons of seed were 
needed for spring sowings in 1963 (see Izvestia, 11 February 1964), 
and on this basis total annual seed requirements can probably be 
estimated at some 23-25 million tons. Human consumption of 
cereals is known still to be high and present annual per capita 
production of flour alone amounts to about 200 kilogrammes in 
grain equivalent; to this has to be added a considerable amount 
utilized as groats, and a minimum of 45-50 million tons a year 
can thus be estimated for total human consumption. 


50 With a sugar content of 12-13 per cent (see Narodnoe khozyaistvo 
SSSR у 1962 godu, р. 204) this would correspond to some 9 million 
tons of sugar, or about 40 kilogrammes a head. 


51 The following annual imports (at a price of 6 US cents a 
pound) are planned: 
19605 1966 1967 1968-1970 
и, Dsl 3.0 4.0 5.0 


Source ; Pravda, 23 January 1964. 


Millions of tons 


State procurements of potatoes were the highest since 
1956 and some 40 per cent greater than in 1962, when 
yields were very poor (80 quintals per hectare). Procure- 
ments normally account for only some 8 per cent of the 
total crop, but the share may have risen in 1963 in an 
attempt to compensate for the shortage of bread grains. 
Yields undoubtedly rose, but the acreage is reported to 
have decreased slightly. 

The 1963 cotton crop was an all-time record, and some 
21 per cent greater than in 1962. Average yields exceeded 
21 quintals per hectare, comparable with the very high 
1959 level; and expectations for 1964 are that output will 
be about 200,000 tons less than in 1963. Another highly 
successful branch in 1963 was tea production. Areas have 
been steadily expanding in recent years and state pur- 
chases (about equal to output) were about 10 per cent 
greater than in 1962. Procurements of vegetables and 
fruits, which usually represent about a third and a half of 
the respective total harvests, also increased. It is charac- 
teristic of the current situation that the crops showing 
favourable results in 1963 are those largely grown in 
irrigated land receiving special care and fertilization, and 
where cultivation techniques are relatively advanced. 


Little information is available on fodder crops. It is not 
known how much of the total maize area was harvested 
as dry grain and how much in the lacto-cerotic stage; the 
area for silage and green fodder appears to have been 
reduced; sugar-beet for feed was sown on a somewhat 
smaller area than in 1962 and yields are unlikely to have 
been very favourable; in accordance with the “anti- 
travopolye” campaign, grass areas have been falling and 
in 1963 they represented only 24.7 million hectares, or 
32 per cent less than in 1961. Total fodder supplies 
certainly fell; and, according to the data shown in Table 
7, supplies per livestock unit had already fallen in 1962. 
Indeed, as the table shows, little improvement in either the 
total or the composition of fodder supplies per livestock 
unit has occurred since 1959. The increase in supplies 
of concentrated feed between 1959 and 1962 (17 per cent) 
only just kept pace with that of the livestock population,*? 
and their share in the total appears still to be rather small 
in relation to the situation in some other countries. The 
lack of protein, vitamins and some other important ele- 
ments in the average ration has given rise to expressions 
of official concern and efforts are to be made to increase 
industrial production of feed mixtures. 


The further deterioration of fodder supplies in 1963 
led to increased slaughterings — probably at less than 
normal weights — and to a sharp decline in animal num- 
bers in the second half of the year. At mid-year the cattle 
herd in state and collective farms was 5 per cent larger 
than at the same date in 1962, though pig numbers were 
reported to have fallen slightly.°* By the end of the year, 
the total pig population was 42 per cent smaller than a 
year earlier —a reduction of 28 million to a level close 
to that of January 1957. The cattle herd had fallen by 
2 per cent and that of sheep and goats by 4 per cent; 
but the rise in the number of cows by 0.8 per cent — 


г А conversion of the various categories of livestock into livestock 
units shows an increase of about 15 per cent for the same period. 


58 See the Bulletin, Vol. 15, No. 1, p. 58. 


TABLE 7 
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Utilization of feed for livestock and poultry in the Soviet Union 


Millions of tons 


Type 1953 1958 

Concentrated feed'@". 5. 5... . 35.3 47.2 
Стеев точен. и. в. ак 151.2 308.1 
ОЙ Нов a") oe 28.7 79.0 
О о my meee am ce , 153.9 139.4 
Of whichepHay wee Cae eos Ge eS 83.9 76.6 
Total of above infeed units ..... 122.3 162.5 
Per livestock unit (quintals) . . . . . 13.8 IS, 


Grazing 


AO Mee A eh (es. ea SL Wal me te Ss a, 


1959 


52.8 
405.5 
ИР | 
150.2 
83.3 
193.1 
17.9 


1960 


53.7 
431.0 
128.8 


137.4 
69.5 
194.6 
Ue) 


1961 


593 


404.3 
153.9 


143.9 
74.6 


202.2 
17.5 


327.8 


267.3 
23.2 


1962 


61.3 


382.8 
150.4 


539 
72.7 


348.5 
274.1 
22.6 


Sources : Narodnoe khozyaistvo SSSR у 1961 godu, р. 410, and у 1962 води, р. 319. 


@ 1970 target is 125 million tons. 


with a transfer to the socialist sector leading to an increase 
of 2.3 per cent there — offers hope of a fairly quick 
improvement as fodder supplies increase (see Table 8). 
The plan-fulfilment report pointed out that slaughterings 
had taken place in an organized way, probably in anti- 
cipation of acute feed shortage; and the decline in the 
pig population was heavier in the socialist sector, it being 
relatively easier to keep privately-owned pigs alive on 
household scraps and other casual feeds. 

Output of animal products reflected this situation (see 
Table 9). Milk production declined by 4.2 per cent in 
1963 but state procurements only by 2.4 per cent. Egg 
production fell by 4.3 per cent whereas state purchases 


rose by 2.4 per cent. Slaughter meat output increased 
by as much as 7.4 per cent. The fall in the total weight of 
livestock during the year must, however, have more than 
offset this increase. A reconstitution of the herds in 
the course of 1964 seems to be expected; but since the 
fodder situation will continue difficult, especially in the 
first half of the year, no large increase in meat output is 
to be expected although the plan calls for a 1 per cent 
rise in state procurement over the already high 1963 
level. 

As has been mentioned above, the data so far pub- 
lished do not permit any estimate to be made of the 
change in the index number of crop production from 


TABLE 8 
Livestock numbers in the Soviet Union, 1959 to 1964 


Numbers at I January 1959 and 1964, and annual percentage changes in intervening years 


Million head at 1 January 1960 1961 1962 1963 1964 
Livestock a Sea Re 
1959 1964 Percentage change 
Total : 
аа о о. 70.8 85.3 +5 +2 +8 +6 —2 
ОТ ЕО TS 33.3 38.2 +2 +3 +4 +4 +0.8 
Pigs Mercere die nara р twats falls 48.7 40.7 +10 +10 +13 +5 —42 
Sheepiand POats, за ные 39.2 139.2 - 3.5 —2 +3 +1 —4 
In state and collective farms : 
ао ре ЕЕ ee See a ees Ono a 41.6 61.4 +18 +7 +10 +7 —1.6 
ОРВИ Сом: ae" Sek so oh 14.8 22.3 ‚+14 +10 +8 +8 +2.3 
С Е oo oot erg a 33:5 27.6 +18 +9 +14 +9 —48.7 
Sheep andigoats н.а. 03 102.8 108.4 +6 —2 +3 +2 —2.3 
In private ownership : 
Cattlowe. cee oe) sate. wastes) 3, 29.2 PIS) —15 —8 +4 +3 es 
fiwhich: Соя. s 6 5 « 6 6 # oe 18.5 15.9 -9 —5 — —1 —1. 
Pies. : nee, Н RNP ate oe. OU 1522 13.1 -9 +11 +12 —7 —18.6 
Sheep and’goats "5. eee un 36.4 30.8 —3 —3 +4 — —13 


ПО ОНИ nnn 


Sources : Statistical yearbooks and plan-fulfilment reports. 
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TABLE 9 
Output and (in italics) state procurements of livestock products in the Soviet Union, 1958 to 1963 and 1964 and 1970 Plans 


Million tons, except for eggs (billions) 


1964 1970 
Product 1958 1959 1960 1961 1962 1963 Plan Plan 
Meat and poultry: | 
Carcase weight ..... aha 8.9 8.7 8.7 9.5 10.2 32-41 
3.4 4.6 4.8 4.5 5:2 5.6 55 Il 
JMO WEEN осо 56 6 6 4 SI TED: 7.9 Wes) 8.6 9.3 9.4 18 
ее. 58.7 61.7 61.7 62.6 63.9 61.2 115-135 
РИ 25.0 26.3 7/5) ADF 28.5 92 60 
оО С ks Mod es 23.0 25.6 27.4 293 30.1 28.8 68 
4.5 Def 6.5 7.4 (Ho) 8.7 
WOOL Cath ch ee seer arn etant ee 2 0.322 0.356 0.357 0.366 0.371 st 0.800 
0.315 0.354 0.358 0.369 0.374 0.379 


ee д/д —юЮюЮю 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


Note. — Targets for 1970 as originally published in the Twenty-year Programme were meat (carcase weight) 25 million tons; milk 135 million tons; eggs and 


wool as above (see the Survey for 1961, Part 1, Chapter II, р. 55). 
@ Output in actual weight; procurements in weight as calculated for payment. 


1962 to 1963. However, some estimate is possible for 
animal production. The estimated change in the weight 
of the livestock herds during 1963 — а loss twice as 
large as the gain in the previous year — represents a fall 
in output of ‘meat on the hoof” compared with 1962 
which far more than offsets the 71 per cent rise in 
slaughter meat production mentioned above; and the 
total decline in meat output (including ‘‘meat on the 
hoof’) may be estimated at some 15 per cent. Weighting 
this change and those in output of the other products 
shown in Table 9 by means of the prices of 1958 (used 
to calculate the official index number of global agricul- 
tural output) gives a fall in the global output of the 
livestock sector of some 7-8 per cent.** This sector 
represented 47 per cent of global agricultural output in 
1962; 55° a similar fall in crop production, which would 
result in a fall in global agricultural output of the magni- 
tude suggested above, is entirely feasible in the light of 
the figures in Table 6, though widely different reductions 
would be equally compatible with the data on procure- 
ments there shown. 


The new drive for intensification of production in the 
Soviet Union 


Measures to improve the present unsatisfactory state 
of Soviet agriculture have been the theme of widespread 
and almost continuous discussions and official statements 
throughout 1963 and the early months of 1964, notably 
at the two most recent plenary sessions of the Central 
Committee of the Communist Party in December 1963 
and February 1964 (the latter was almost entirely de- 
voted to the agricultural situation).°® Criticism of the 


54 For details of the calculation, see Notes on Sources and Methods. 
55 Narodnoe khozyaistvo SSSR v 1962 godu, p. 227. 
56 See Izvestia, 10 and 17 December 1963, and 11-17 February 1964. 


present state of affairs has been trenchant, and followed 
by numerous suggestions and recommendations for 
remedial measures. The problem of agricultural develop- 
ment is recognized as one of the most complicated con- 
fronting the managers of the economy; *’ but in broad 
terms the lines on which a solution is to be sought have 
been determined. The watchword is now to be “intensi- 
fication”. This idea is not, of course, entirely new: the 
“anti-travopolye” campaign and the insistence on in- 
creased plantings of cereals in place of grazings and 
lower-valued crops can be seen as a move in this direc- 
tion; increased stress on specialization of production was 
already apparent at the beginning of 1963.58 The recent 
decisions and recommendations on measures to be taken 
in the move towards a more intensive, and more rapidly 
expanding, agriculture have covered a very wide field. 
Only a few aspects of some of the more important 
problems to be tackled —such as soil improvement, 
irrigation, proper localization of crops, fertilization, 
mechanization and increased material incentives for 
workers in agriculture — are discussed below. 


As Mr. Khrushchev has recently stressed, grain pro- 
duction remains the key problem in Soviet agriculture. 
The original grain-output target for 1970, as given in 
the Twenty-year Programme, is now the lower limit of 
the recently stated target of 229-262 million tons.5® No 
drastic change in the percentage contribution of the 
major grain-producing republics to total output seems to 
be planned; but the share of the Ukraine in state pro- 


57 Speech by Mr. Khrushchev, Izvestia, 7 March 1964. 
58 See Pravda, 17 and 18 March 1963. 


5 Izvestia, 10 December 1963. As may be seen from Table 9, 
the original meat output target for 1970 has been revised upwards, 
though the original 1965 target — a minimum of 16 million tons 
carcase weight — will certainly not be achieved (see also SURVEY 
for 1961, Part 1, Chapter II, p. 55). 
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TABLE 10 


Grain production (A), yields (B), and state procurements (C) in certain regions of the Soviet Union, 1959 to 1962, 
and long-term plan targets 


A and C in millions of tons, B in quintals per hectare 


A 
И 1962 1964 Plan 1965 Plan 1970 Plan @ 1980 Plan @ 
A B с А B Е А @ A с А В с А с 
Soviet Union 
о ..| 129.0 10.8 50.5 | 140.2 10.9 56.6 | 167.1% 67.2 | 173.6% 68.8 | 229-262 16-18 90 1294-3116 115 
WHat GT 101 3321 208 105 345 
RSFSR 
ee ee aos. £103.55.30:8 86.7 10.9 36.3 | 93-96 38.3 39 141-147 16-17 52-56 | 197 66-82 
Of; which : 
Wheat . 398 109" 193 |145 afd 29.7 71 
Ukraine 
О ?. 27.0 16.9 SAP | PEST) ЧН О | 20° 11.5 54 30.6825 62.225 
of which 
Wheat 19 Sigel 9.0 6 95241411029 17,6 shen 4.2 31 32.6 20 
Kazakhstan 
MOtal eee ND» The OES 159 AGS 8.2 Sez 15.6 34 147 21 57.3833 
of which 
Wheat SA а 125 = чб» 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


Norte. — Data exclude maize in lacto-cerotic stage in the period 1959 to 1962 
(an annual average of some 7-8 million tons); plan figures for the RSFSR and the 
Ukraine also exclude maize in lacto-cerotic stage. 


curement will become significantly heavier as a conse- 
quence of switch back to wheat growing in this republic 
(see Table 10). Ukrainian wheat areas should increase 
by 60 per cent and total output 2.7 times; and the 
share of wheat in the total cereals crop is planned to 
rise from 36.5 per cent to 50 per cent. This change 
should be partly at the expense of maize for dry grain 
(the area of which should fall back to some 2.3-2.5 
million hectares in 1970 from an average of 3.2 million 
hectares in 1959-1962),°° as it has been found that in 
many regions of the Ukraine higher yields can be ob- 
tained from wheat than from maize, especially since the 
introduction of new varieties, “Bezostaia-1” and others, 
which will be extensively applied. The undiscriminating 
campaign to extend maize production in the Soviet 
Union thus seems to have ended — together with some 
other similar campaigns $1 — although maize, which has 
proved to be an extremely valuable crop in suitable 


60 See Ekonomika Radianskoi Ukrainy, 1964, No. 1, p. 18. Yields 
are planned to be nearly doubled and total output thus to exceed 
the 10 million tons produced in 1962. 

61 The campaign for the growing of pulses has also been recog- 
nized to have led to an extension of cultivation to areas not fully 
suited for the purpose, although the expansion in 1963 may have 
been partly involuntary, as a consequence of the loss of winter 
sowings. 


a Data for the republics are those declared individually and, if reasonable allow- 
ance is made for the “ other republics ”, the total is greater than the target for 
the Soviet Union as a whole. 


5 Average yields: 1964 Plan, unstated; 1965 Plan, 12.5; 1980 Plan, са. 20. 


conditions, will continue to be grown on soils giving 
adequate yields. 


In Kazakhstan, output of cereals is planned to reach 
double the average 1959-1962 level, or about 46 per cent 
above the 1956 peak.®? But it is hoped that an appro- 
priate ploughing system for maintenance of soil humidity, 
and expansion and better utilization of irrigated areas, 
will nearly double average yields (to reach 14.7 quintals). 
The Director of the All-Union Scientific Research Insti- 
tute for the grain economy has recently insisted that 
efficient cereals cultivation in the Tselinnyi Krai and the 
steppe regions in Siberia and Kazakhstan cannot be ob- 
tained without a proper crop rotation system, with at 


82 Area (million hectares), output (million tons), yields (quintals per 
hectare) and state purchase (million tons) of cereals in Kazakhstan: 


1956 1957 1958 1959 1960 1961 1962 1970 
а 9 ее 22.5 228 23.2 22.0) 22] 22012 24 9 GO Ша. 235 
Ontpute fits & РЗ До И ПЕД а м О 34.4 
О aucune 10.6 4.6 9.4 8.6 8.5 6.6 6.5 14.7 
State purchases. . 16.4 4.8 14.8 11.5 10.5 7.5 Ose. 21.3 


Within the above totals, the figures for the Tselinnyi Krai are аз 
follows: 


Output. 


Pre що ed 


Source ; Statistical yearbooks and plans. 
@ 1963 area 24 million hectares, state purchases 4.7 million tons. 
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TABLE 11 


Fertilizer production in the Soviet Union, 1963 and plans to 1970 


In millions of tons net weight (pure nutrient value) 


1964 


ОФ on осо 1.8 2.1 
СЕ зао во 1.1 1.4 
Phosphorous meal . 0.4 0.6 
Ро о. = 1.4 1.9 
Total 4.7 6.0 


Source : Izvestia, 10 December 1963. 


Nore. — The original figures, indicated in standard units, have been converted 
into pure nutrient value at the official conversion rates given in Narodnoe khozyai- 


least some 15-20 per cent of arable land under fallow 
each year.®* 


Cereals production in the RSFSR is also planned to 
increase considerably (see Table 10), particularly in the 
central black-soil regions and the northern Caucasus 
where yields are normally above the RSFSR average; ** 
and, in general, the principle for future location of crops 
will be that “Фе crop which, under the conditions of a 
certain region, gives higher output and yields best returns 
to input of labour should get first priority”.®* In dry 
regions more attention will be given to small grains, 
such as sorghum and millet, which with adequate appli- 
cation of weed-killers give satisfactory yields. Cultivation 
of rice, and of high-yielding strains of maize, will be 
extended on irrigated агеаз.‘° 


A rapid increase in application of chemical fertilizers 
is considered a prerequisite for the cereals yields planned 
for 1970 (see Table 11). If the sown area should remain 
the same as in 1963, production of fertilizer (in pure 
nutrient value) would increase from the present 20 kilo- 
grammes per hectare to 80 kilogrammes in 1970.57 The 
Minister of Agriculture has recently stressed the vital 
importance of inducing efficient use of chemical products 
in agriculture, as well as increasing their availability; °° 


83 [гуезНа, 14 February 1964. It is by no means clear that the 
figures in footnote 62 already allow for this margin of fallow — in 
other terms for an extension of the area under intermittent cultiva- 
tion to some 27-28 million hectares by 1970. 


84 Grain yields in the RSFSR (Quintals per hectare): 


1954-1958 1959-1961 1961 1970 Plan 
Average me ye aie оао 8.7 10.3 9:9 16.7 
of which : 
Central black soil regions . . . 10,3 12:5 14.0 25.0 
Northern Caucasus ..... 12.9 14.4 14.5 29.0 


Sources : Statistical yearbooks; Pravda, 2 December 1963. 


85 Mr. Khrushchev, Jzvestia, 10 December 1963. 


вв On the implications of the long-term targets for cereals produc- 
tion in the Soviet Union and other countries of the region, see also 
paper presented to the United Nations Conference on Trade and 
Development, E/CONF.46/35, section 7 — in process of printing as 
Part 2 of this Survey (see also Notice to Readers). 


$7 Fertilizer consumption in the United States (М, P,O;, К,О) 
was 55 kilogrammes per hectare of tilled area in 1961. 


88 See Izvestia, 11 February 1964. 


1965 1966 1967 1968 1969 1970 
3.2 3.4 4.0 4.8 5.4 6.3 
ПОЙ 1.9 Des 3.0 8:9 5.0 
0.9 1.1 1.2 1.2 1.3 1.4 
PLS) 2.9 3.4 4.0 4.7 6.4 
8.3 9.3 10.9 13.0 15.3 19.1 


stvo v 1962 godu, p. 165: nitrogenous fertilizers, 21 per cent N; phosphatic ferti- 
lizers, 18.7 per cent P,O,; phosphorous meal, 19 per cent P,O;; potash fertilizers, 
41.6 per cent K,O. 


and a new all-union agency to deal with chemical sup- 
plies to agriculture is to be established under the Ministry 
of Agriculture. In the course of the next two years a net- 
work of agro-chemical laboratories will also be created, 
in the first place for soil investigations (no cadastral soil 
survey has yet been carried out in the Soviet Union). 
Handling of the present exiguous fertilizer supplies has 
officially been criticized as extremely wasteful; and 
faulty composition of products appears to be partly res- 
ponsible. More than half of current output contains only 
about 20 per cent of nutritive agents — whereas modern 
techniques permit a content of 45-50 per cent — and 
much unnecessary dead-weight has thus to be trans- 
ported.®® In addition, poor packing, transport and stor- 
age facilities, and neglect and lack of skill in their appli- 
cation, reduce their effectiveness. 


Fertilizers are still concentrated on technical crops and 
cereals receive a share far below their share in crop 
output. But this situation should change even in 1964. 
About 40 per cent of total supplies have been ear- 
marked for grain crops and preference will be given to 
regions with sufficient humidity — such as the Northern 
Caucasus, the central black-soil belt and the steppe and 
forest-steppe regions of the Ukraine — and to irrigated 
areas, where returns can be guaranteed. Collective farms 
will be held responsible for the effective utilization of 
fertilizers delivered to them, which will be registered in 
the agreements on products to be delivered to the state 
procurement agencies.” In regions with poor humidity, 
in Kazakhstan and in the virgin-land areas in general, 
distribution will for the moment be limited to small 
doses of granulated superphosphate; but these areas 
will receive weed-killers. 


The statements of policy on fertilizer distribution 
summarized above imply that supplies will be concen- 
trated on the fertile areas where the collective farms are 
already relatively prosperous. This will tend to accen- 
tuate the existing income disparities in the collective 
farm sector; and possibly to raise certain wider problems 
(see below). 


89 See Izvestia, 10 December 1963. 
70 See Izvestia, 12 February 1964. 


In the programme for land melioration, irrigation 
holds first place."* The present situation is illustrated by 
the following figures (in millions of hectares): 


1953 1957 960 
Total area basically equipped for irri- in 
По о SENS А ates nc 11:0 P1216 1159 
of which 
In state and collective farms . . . 10.7 111 11.4 11.8 


Total fully irrigable area 
of which : 
Actually irrigated 


Be ioe mee Sb 99 OB) 9 


в et 6.7 i/o 7.8 


Source : Statistical yearbooks. 


Of the area actually irrigated, the distribution among 
various crops in 1962 (in millions of hectares) was 
cereals 2 (maize for dry grain 0.8, rice 0.1), cotton 2.4, 
potatoes and other vegetables 0.5, green fodder 1.3, 
orchards and vineyards 0.7. 


The fully irrigable area of 9.4 million hectares in 1962 
was increased by 233,000 hectares in 1963, and the 
extensions planned are 761,000 hectares in 1964-1965 
and one million in each of the following years up to 
1970; by 1980 the total irrigable area is planned to reach 
28 million hectares. The vagaries of the weather should 
thus become progressively less important on this account 
alone. The Chairman of the recently established State 
Committee for Irrigation and Water Economy Affairs 
has, however, severely criticized the present inefficient 
utilization of irrigation facilities; average yields of cereals 
under irrigation in 1963 were only 13.1 quintals per 
hectare, those of maize 19.9 quintals and those of rice 
24.6 quintals.*? The main reasons for the poor returns 
in the Soviet Union have been stated to be incompetent 
handling of irrigation facilities; inadequate fertilizer ap- 
plication; inappropriate selection of seeds, and neglect 
of double-cropping possibilities. Further handicaps are 
the still very low degree of mechanization and the great 
shortage of experts in this field. However, irrigation of 
cereal crops is to be extended to some 5.5-5.6 million 
hectares “in the near future”; and a rise in average 
yields to about 55 quintals per hectare (giving an annual 
output of 30-32 million tons from such land) is considered 
possible. 


The rise in investment in Soviet agriculture in recent 
years is illustrated in Chart 1. By 1962, total annual 


71 The irrigation theme, also, is not new. In January 1961, large- 
scale irrigation projects for cotton, rice and maize were announced 
as vital for a satisfactory rise of output (Pravda, 20 January 1961 
and the Survey for 1960, Chapter IV, p. 50). However, the emphasis 
on this is now again increased. 

72 Izyestia, 12 February 1964. An investigation by the Central 
Statistical Office revealed that, of the 9.5 million hectares irrigable 
area in 1963, 2.2 million had not been properly utilized; 1 million 
hectares were not watered at all; 520,000 hectares had been con- 
verted into natural grass and pasture land; 170,000 hectares were 
out of use because the network needed repair; 200,000 were not 
irrigated, as precipitation (about 300-400 millimetres a year) had 
been considered sufficient; 300,000 hectares had been left without 
water for other reasons. The yields quoted may be compared with 
yields on irrigated land in Spain in 1962 of wheat 22 quintals, maize 
441% quintals and rice 62 quintals. 
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outlays had reached 7.5 billion roubles (against 5.5 billion 
in 1958) distributed as follows: 


Site Chea 

Total investment outlays ... 4.24 3:27 dest 
of which : 

ICONS о 6 Go oO 6 6 3.45 2.97 6.42 


In 1963 state investment alone was 5.1 billion roubles 
(3.9 billion “productive”), and the plans for 1964 and 
1965 call for increases in state productive investment to 
5.4 billion roubles and 6.1 billion, respectively. 

Annual investment in machinery and equipment now 
amounts to some 1.3-1.4 billion roubles,’* or about 20 
per cent of total productive investment; and both the 
stock of equipment and current deliveries have been rising 
quite fast: 


Stock and deliveries of agricultural machinery in the Soviet Union, 
1958 to 1963 


In thousands (figures in italics in thousands of 15-h.p. units) 


1958 1959 1960 1961 1962 1963 
Stock 
асов, 0001 ОАО ВЕТ 2128329 
ДЗО Поль 1 985В 27 2400 21600: 
Grain combines . 502 494 497 498 520 533 
Motor-trucks?’ . . 700 729 778 796 875 
Deliveries 
‘actors Wael car 157.5 (144.3 157.0 9918532060238 
251 Sim 230 Sam 269.2. 333.:9374.8- 34439 
Grain combines 64.9 53.1 570 170.0: 5879.2 77 
Motor-trucks* . . 102.1 76.3 66.1 69.7 82.6 86 


Sources : Narodnoe khozyaistvo SSSR у 1962 godu; plans and plan-fulfilment 
reports. 


@ Including tankers. 


A high degree of mechanization of field work — 
especially ploughing, sowing and harvesting of cereals — 
has been achieved; but the situation in the livestock 
sector is far from satisfactory."* Annual deliveries of 
tractors are planned to rise to an average of about 
275,000 (number) in 1964-1965, and of grain combines 
to about 80,000; and 2 million tractors should be sup- 
plied during 1966-1970, including more powerful models 
now in process of development.*° 

Discussion of the farm mechanization problem in the 
Soviet Union reveals a somewhat ambivalent attitude: the 
idea of the machine as a substitute for labour (implying 
idle capacity during part of the year in order to ensure 
sufficient at peak periods of work) is gaining ground; 
but the alternative view of farm equipment as “scarce” 
capital to be utilized to maximum capacity is still reflec- 
ted in complaints about inadequate utilization and the 
limited extent of shift-working. It is clear that demands 


78 Izyestia, 11 February 1964. 

74 Tn 1962 mechanical water supply existed for only 41 per cent of 
the animals on stock-raising farms and machine-milking for only 
26 per cent of the cows; feeding is hardly mechanized at all. 

75 Production of a new 75-h.p. model was started in 1960 an 
models of 130 h.p. and 220 h.p. are projected. 
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TABLE 12 


Farm prices and production costs in the Soviet Union 


Roubles per ton 


Average еее production eee ee 
Product о на. farms in 1962 @ 
1958 farms, farms, A B 
1963 1959-1961 
Сета ites as Gk? 58.0 оО 37.5 37 44 
Sunflowersecdem sear ee 167.7 181.0 36.5 30 33 
ИЕ 5 6 6 boo a0 oe 22.5 287 155 16 19 
Камо в ie anaes 321.6 383.0 РА) 224 247 
Ро ее 80.0 71.0 Biel 38 48 
WE (GESUEND) 5 a 5 5 6 766.5 a 493.5 
TObACCO Mee wee о 0158.5 1766.5 971.5 ae ne 
Beef (live weight) ..... 552.0 799.0 858.4 834 1014 
Mutton (live weight) 659.5 501.2 4814 


1347 


Sources : Narodnoe khozyaistvo SSSR у 1962 godu; SSSR у tsifrakh у 1962 ; 
Planovoe khozyaistvo, Мо. 6, 1963, р. 68; Izvestia, 7 March 1964. 


@ A: Labour costs imputed at actual levels of payments in cash and kind. В: Labour 
costs imputed at wage levels in state farms. 


on the engineering industries for farm machinery and 
irrigation equipment will in any case be heavy in the 
coming years, and one long-standing problem to which 
attention has again been drawn is that of the inadequate 
supplies of spare parts. 


Finally, a number of basic problems of economic 
management have again been scheduled for urgent con- 
sideration and solution, among them, the need to improve 
the efficiency of the planning and organization of produc- 
tion, the problem of labour remuneration in state and 


collective farms and that of establishing an economic. 


pattern and level of producer рисез.т® 


Following the major increase in state procurement 
prices of meat and some other animal products in the 
summer of 1962, prices have since been increased for 
cotton (about 12 per cent), sugar-beet (18 per cent) and 
a few other products. A comparison of the average 
producer prices of 1958 (for state procurements and sales 
оп farm markets)*’ with the state procurement prices 
for collective farms prevailing at the end of 1963 shows 
that significant adjustments of the latter have been made 
for some products (see Table 12). However, it seems that 
the profitability of different products still varies greatly, 
and that meat is still relatively unprofitable. 


Two aspects of the farm labour problem have been 
stressed in recent discussions. First, the need for quali- 
fied cadres is constantly growing; and the present 583,000 
agricultural experts (of whom 414,000 are directly em- 
ployed in producing enterprises) are considered insuffi- 


7в See speech by the Minister of Agriculture, /zvestia, 11 February 
1964. 


71 These prices are still used to weight the index number of global 
agricultural output. 


b Wheat 75.6; maize 76.6; peas 202.3; beans 350.0. 
с 1961. 


cient, although two-thirds of collective farm chairmen 
and nearly all state farm directors now have secondary 
or higher education. Secondly, it has long been felt that 
the general system of labour remuneration in collective 
farms required reform, for both social and economic 
reasons. The aim is a change to a system in which fixed 
monthly cash payments — based on labour input and 
results and the economic potential of the individual farm 
—would provide the greater part of annual income, 
supplemented by bonuses based on the year’s results. At 
present, only the richer farms can give advance guaran- 
tees of a significant fixed monthly cash income to their 
members; but an extension is recommended of the prac- 
tice of distributing each month a fixed percentage of the 
income in cash and in kind expected to be available for 
the year. State-farm wages also appear to be in need of 
revision and complaints by workers in Kazakhstan have 
recently been published that too large a part of their 
incomes is tied to the realization of excessively ambitious 
plan targets.7® 


The problem of social security in the collective farms 
has recently been discussed; and the establishment of an 
all-Union fund has been recommended, to which the 
farms would contribute 2 per cent of their total net in- 
come in 1964 and 4 per cent at a later date.” 


It has already been suggested above that the new 
emphasis on intensification of agricultural production and 
on maximizing returns to inputs of fertilizers, etc., may 
itself complicate the problem of farm-income policy. Not 
only will the need to offer adequate financial incentives 
to the collective farmers have to be reconciled with other 


78 Tzyestia, 12 February 1964. 
79 Izvestia, 15 February 1964. 
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TABLE 13 


Production and yields of some basic crops in eastern European countries, 1960 to 1963 and Plan 1964 


Output in millions of tons, and yields in quintals per hectare 


Production Yield 


Country and crop 


1960 1961 1962 1963 ee 1960 1961 1962 1963 es 
Albania 
Breadigrains@” 2% 5)... 0.19 0.26 0.27 0.27 0.32 7.9 9.3 9.0 
Bulgaria 
ЕО чо сова 2.46 2.10 
ты : 2.13 as № 18.5 15.2 16.3 
фе Са 2.38 2.03 2.08 1.88 = 19.0 15.4 16.7 18.5 
УТ вое орка ОЕ №51 1.42 1.56 1:72 Pe 23.6 WP 23.7 
О у а eros 0.48 0.45 0.36 0.41 и 99.8 94.8 74.0 
SuUgal=bect и es 1.65 1.46 112 iil ais 245.3 213.9 165.5 
Sunflower seed ...... 0.34 0.30 0.36 0.36 ва 14.5 13.0 13.1 
Czechoslovakia 
Е enn metas rrr mee op 1.50 1.67 1.64 1.74 2.08 23.3 26.0 24.5 24.35 
В... 0.90 0.99 0.92 as т 20.8 21.4 20.8 20.2% 
Ванеуте ce) № ge 75 1.58 1.75 es Ae 24.8 22.8 22553) 23.365 24.9 
Oats =. ee nie at pp ge Me 1.02 0.96 0.91 ый т. 20.4 20.6 20.1 19.65 
а кН ices Е 0.57 0.46 0.47 0.63 и. 30.5 24.7 295 29.65 
О ее bua: 5.09 Э.33 5.00 6.39 ев 90.0 104.0 198.9 127.20 
Эпрар: ре Ев 8.37 6.89 5.81 WB 8.30 346.3 280.3 228.4 298.52 
Eastern Germany 
(Ооо, ра’ ck 6.38 4.84 5.94 о Е 27.5 РО 26.4 
of which: 
ЕЕ АО ЗИ 1.46 1.04 1.31 ie в. 34.8 27.5 31.1 
ГС 25 oe cs 2.13 1.50 1.73 Е т 22.5 18.2 21.3 
У са 127 0.95 1.16 & if 32.6 21.9 31.1 
Rotatoes my о с en 14.82 8.43 13.28 od ae 192.4 123) 179.0 
Sugar-beetas.h4s4s и, 6.84 4.66 4.97 = sy 287.6 213.8 213.8 
Hungary 
Wheat ie. abel ise aoe ay ss 1.77 1.94 1.96 1.52 Bs 16.8 19.1 17.9 15.6 20.4 
О сре es ae Se 0.35 0.30 0.23 0.22 me, 11.8 11.1 10.0 10.3 5 
ВЯ, с о Зое ВИ 0.99 0.98 1.14 0.87 ok 19.4 18.9 20.9 17.9 
Maize Ан вона, © 3.50 Dai 3.24 3.50 a 25.0 20.3 251 27.0 
| КОЗ Со о 2.66 1.63 > 1.88 > 1.88 в 105.1 68.1 901 < 90 
И, ооо 3:97 2.36 2.65 3.39 и 253.3 181.2 211.6 287 
Sunflower зее4 ...... 0.07 0.11 0.13 a x 9.7 8.2 10.6 be 
Poland 
Wiheatew i) 9 Sag =<: 2.30 2.79 2.70 3.1 16.9 19.9 19.3 19.9 
Пе ee ee aa 7.88 8.36 6.69 ТИ 147 15.4 ПИ 14.3 16.2 Ae 
IBarleyerotate о 1.31 1.34 52 165 у 18.3 19.7 19.5 19.7 17.6 
О с. : Da 2.94 2.74 2.8 16.9 18.4 172 16.8 “3 
Potatoes sn es а. 37.86 45.20 37.82 44.85 40.3 132 160 130 158 145 
Sugar-bectaes cal eee) mar 10.26 11.56 10.08 10.6 11.6 256 ЭЛЬ 236 286 260 
Виташа 
Втеад ета em es) on 3.45 3.99 4.12 3.87 7 12.2 13.4 13.3 13.11 
арен it mt eines Gok: 5.53 5.74 4.93 5.96 of 15.5 16.7 15.9 Waal 
ВИНЕ Go Bo eo чо 3.40 2.91 2.18 2.4 Ae 170.2 169.2 140.8 135 
Sunflower seed ..... . 0.52 0.48 0.45 0.50 Ar 10.7 10.8 10.5 10.8 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
а Including maize. 
b Preliminary. 
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considerations influencing policy on the distribution of 
personal income between the urban and the rural popula- 
tion, but a similar question may arise within the farm 
sector. Moreover, while an effective incentive system may 
require that collective farms increasing material inputs, 
and raising output accordingly, should benefit from this, 
there is undoubtedly a point at which the maximizing 
of farming efficiency will require that some part of the 
income of the richest farms be skimmed off for invest- 
ment in others. Within a state farm system this can be 
relatively easily done: within a system of collective- 
farming it is difficult enough to restrict the extent to 
which higher farm income leads to higher living standards 
—rather than higher investment — within the individual 
farm; it may be more difficult still to skim off part of the 
profits of a rich farm to invest in raising the technical 
level of а less-advanced one.®° These problems give 
significance to the continuing tendency towards trans- 
formation of collective into state farms and amalgama- 
tions of collective farms. Efforts are also to be intensified 
to improve the situation of backward farms by such 
means as offers of credits, opportunities to purchase 
additional fodder, etc., and strengthening of technical 
staffs. 


80 At present there is a flat percentage tax on collective farm 
income. Substitution of a progressive tax might ease the problem, 
but risks lessening the incentive for effort and progress by the 
collective farm members. 


The 1963 results in eastern European countries 


Data so far available, shown in Table 13, indicate an 
eastern European grain harvest in 1963 somewhat above 
that of 1962. The wheat crop failed in some countries, 
mainly due to the damage caused by the hard winter; 
but the maize crop was generally excellent. The sugar- 
beet harvest increased nearly everywhere, although the 
sugar content is reported to have declined slightly (as is 
usual when yields are heavy), and potatoes also generally 
yielded well. Oilseeds suffered from frost early in the 
year and do not seem to have reached the 1962 level of 
output. Fodder crops, hay and pastures were on the 
whole satisfactory; and vegetables and most fruit crops 
were abundant. 

Nevertheless, the fodder situation during the first half 
of 1963 was almost everywhere precarious; both con- 
centrated feed and rough fodder supplies were short, 
reflecting the generally rather poor 1962 harvests followed 
by a hard winter and late spring. In most countries (Bul- 
garia being an exception) the favourable green fodder 
and hay crops brought some improvement later in the 
year; and the generally satisfactory coarse grain harvest 
has somewhat improved feed supplies during the 1963/64 
winter. The development of livestock herds, shown in 
Table 14, reflects this situation. Efforts have generally 
been made to maintain the cattle population; but pig 
numbers fell in four countries. Increased attention is every- 
where being given to a rationalization of feeding methods, 


TABLE 14 


Livestock numbers and output of livestock products in five eastern European countries, 1960 to 1963 


Numbers of livestock in thousands, output of meat and wool in thousands of tons, of milk in millions of litres, of eggs in millions 


Number | Output 
Country Yea 3 
Е ; Cattle of Asses у Pigs Sheep Meat Milk Eggs Wool 
‘Bulgari awe at cmer 1961 1 783 599 2 331 488 il diy} 1 401 23 
1962 1 759 600 2 066 525 1 093 1 316 23 
1963 1129 1 263 24 
Czechoslovakia 1961 4 418 2 062 5 895 962 3 827 235 
1962 4 507 2 045 5 897 524 993 3 554 21375 
1963 4 480 1984 5 845 989 3 429 2515 
Eastern Germany 1961 4 548 8 864 1 407 5 612 3 602 
1962 4 508 2092 8 045 1 792 1225 5 216 3 100 
1963 4 614 9 289 
Нопрагу eee eee 1961 2 021 8 423 813 1 842 1 900 9.4 
1962 2 003 806 7742 2 850 880 *а Ul Be 1 835 9.4 
1963 1 908 7 041 830 * 4 1770 1 835 * oA * 
Ро 1961 9 168 13 434 1916 12 387 6 141 8.8 
1962 9 589 6 022 13 617 3 300 1950 12 422 6 071 8.4 
9 840 6 070 11 653 3 100 12 190 5 740 
12 550 6 025 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


Note. — For livestock numbers, end-year census in Bulgaria and Czechoslovakia; November census in eastern Germany; September census in Hungary; July 
; 


census in Poland. Figures for meat are in terms of liveweight in Bulgaria, Czechoslovakia and eastern Germany 
, 


@ Calculated on basis of industrial production. 


in terms of carcase weight in Hungary and Poland. 
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and although total output of animal products appears to 
have declined in most countries in 1963, improvements 
in milk yields have been reported in several cases. 

A smaller area and lower yields reduced Bulgarian 
wheat production by 10 per cent; but total cereals output 
remained approximately at the 1962 level, thanks to 
a 10 per cent increase in the maize crop. Production of 
sunflower seeds and sugar-beet declined slightly but the 
potato сгор — оп a larger агеа — improved. The grape 
harvest was good; but yields of tomatoes were smaller 
than last year and the tobacco crop declined. In general, 
Bulgaria seems to have suffered more than other eastern 
European countries from the summer drought and fully 
satisfactory crops were, in general, obtained only on 
irrigated land. Green fodder supplies were poor, and the 
total animal feed available during 1963 is stated to have 
been 20 per cent less than required for satisfactory 
support of the livestock sector. End-year figures for the 
livestock population are not yet available, but a further 
decline in cattle herds is reported, accompanied by some 
increase in numbers of pigs and sheep. Meat production 
appears to have fallen below the 1962 level though, again, 
precise figures are not yet available. 

A reduced area under bread-grain in Rumania was 
entirely responsible for the 6 per cent fall in output in 
1963. However, the maize harvest was the second best in 
the postwar period and 22 per cent above that of 1962, 
reflecting partly an increase in areas but mainly the 
excellent yields (17.7 quintals per hectare, only slightly 
below the 1955 record). Sunflower seed production re- 
covered nearly to the 1960 level. The 11 per cent increase 
in the sugar-beet crop entirely reflected the larger area, 
as yields remained low; and the same is true of potatoes. 
Total crop output in 1963 appears, on balance, to have 
been close to the 1960-1962 average. A comparison of 
maximum and minimum yields in two periods since 1950 
suggests that progress so far has served mainly to narrow 
the gap between good and bad years and that significant 
increases in future output will require considerable im- 
provements in soil fertility and farming techniques. 


Maximum and minimum yields of certain crops in Rumania @ 


(quintals per hectare) 


1951 to 1957 1958 to 1963 
Sop Maximum Minimum “Maximum Minimum 
WV ea tae cee. ed uke 14.4 8.4 13.4 9.8 
Мате. Чье. 18.0 8.5 17.4 10.0 
Sunflower seeds . . 9.0 5 10.8 7.7 
К аи ыы 114.7 87.0 103.6 85 
Sugar-beet 155,5 89.2 В 135 


Sources : Statistical yearbooks and plan-fulfilment reports. 
@ Years of maximum and minimum yield vary for the different crops. 


No livestock-census results have been published in 
Rumania since 1961 and no statistics of total output of 
animal products; meat output from industrial slaughtering 
in 1963 was 10 per cent less than in 1962, but the rate of 
slaughtering was exceptionally high in the last three 
months of that year. Qualitative indications suggest that 
livestock numbers declined sharply in 1962, following 
both the completion of collectivization and poor fodder 
crops in that year ; and by mid-1963 measures had to be 


taken to avert a serious deterioration in cattle-breeding. 
The first of these took the form of price шсгеазез,81 and 
they have been followed by restrictions on the slaughter- 
ing of cows and calves. The preliminary returns of the 
January 1964 livestock census are reported to show at 
least some improvement in cattle numbers over the 1962 
level; pig numbers, which respond more quickly to 
improved feed supplies and output incentives, are stated 
to have increased rather more. 


As in the two countries mentioned above, bread-grain 
production fell in Hungary in 1963, reductions in the 
area and in yields amounting to 11 per cent and 13 per 
cent respectively. Winter sowings were heavily damaged 
by frost and the late spring prevented full replacement 
by spring-sown crops. The situation was the same for 
barley; but the total coarse grain harvest remained at the 
1962 level, the maize crop increasing by 8 per cent thanks 
to record yields (see Table 13). Sugar-beet yields (at 287 
quintals as against 252 quintals planned, though the sugar 
content fell from 13% per cent to 11 per cent) were also 
exceptional, and total production was somewhat above the 
1960 peak and 28 per cent greater than in 1962. The 
potato crop showed no significant change, but the area 
under vegetables was expanded and yields were very good. 
The grape harvest was better than in recent years; the 
apple crop was excellent and that of berries and apricots 
increased; but most other fruits yielded less than in 1962. 
Green fodder was abundant and the increase in supplies 
has been estimated at almost 20 per cent; yields of pas- 
tures were also better than in 1962, but the area is still 
smaller than in the late 1950s. 


Hungarian livestock production in recent years has 
reflected the impact both of fodder shortage and of 
inadequate incentives for the producers. According to 
the sample survey in September 1963, livestock numbers 
in all categories continued to decline; pig numbers fell 
by as much as 9.4 per cent, but the number of sows 
increased — which is promising for the future, provided 
that feed supplies are adequate. The reduction in the cow 
numbers was partly deliberate and is considered to have 
been compensated by an improvement in the quality of 
the herd,®? milk yields rose by some 4-5 per cent and total 
milk production also rose slightly. The extremely rapid 
rise in poultry meat output has been of considerable 
benefit to the economy; since 1960, state purchases have 
increased by 86 per cent and Hungary appears to be 
gaining ground in foreign markets for such products. 


Hungary is the one country for which data permit a 
reasonably accurate estimate of the change in net output 
of agriculture. An extension of the calculation shown in 
the last issue of the Economic Bulletin for Europe ** to 
the actual results of 1963 suggests that net output rose 
rather faster than global output between 1962 and 1963 
— by some 6 per cent — largely because of the fall in 
fodder inputs into animal production. Net output, never- 
theless, remained some 5-6 per cent below the 1958-1959 


81 See the Bulletin, Vol. 15, No. 1, p. 64. 

82 As has been pointed out in past ECE publications, it may well 
be that — ш many countries of the region — better feeding and 
breeding to raise the quality of the herds should, for some time to 
come, be given priority over an increase in cattle numbers. 
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level, though the greatly increased material imputs have 
brought indirect benefit to the economy by permitting a 
considerable release of labour to other occupations. 


In the more northern countries of eastern Europe, crop 
output was in general satisfactory and considerably better 
than in 1962. The grain harvest in Poland was better 
than had been expected earlier in the year, although it 
did not reach the 1961 level. The Government’s policy 
of encouraging wheat production resulted in an increase 
in the area, and yields equalled those of 1961 to produce 
a 15 per cent rise in output. The barley crop was also 
satisfactory and rye production rose although yields were 
only average. A significant part of the 11.6 per cent rise 
in global crop output in 1963 was attributable to the 
excellent yields of potatoes and sugar-beet, which norm- 
ally represent about 30 per cent of the total. Sugar-beet 
yields, at 286 quintals, were a record, and this largely 
compensated for the reduction in area which followed 
the Government’s decree re-introducing areas under this 
crop into the basis for calculation of obligatory deli- 
veries.** 

The coincidence of a bad cereals crop with a poor 
potato harvest in 1962 has had a serious impact on the 
Polish livestock situation. The July 1963 census indicated 
a 14.4 per cent decline in the pig population over the 
preceding twelve months, and pig meat production in 
1963 fell to nearly the same extent. At mid-year the cattle 
herd had increased slightly and total output of beef in 
1963 appears to have been some 10-11 per cent greater 
than in the previous year. Nevertheless, total slaughter 
meat production (live weight) fell by 7.6 per cent. 
Despite an improved fodder situation in the second half 
of the year, the low milk yields in the spring and early 
summer months caused a fall of 2 per cent in milk output 
in the year as a whole. The 1964 plan targets for output 
of animal products are rather cautious. The 1963 fodder 
harvest and hay cuts have been reported as abundant; 
but the cereals balance, which is dependent on imports, 
remains precarious and this may have some impact on 
the livestock sector. The Government has launched an 
ambitious programme for increased industrial production 
of special concentrated feeds and feed mixtures to im- 
prove the efficiency of traditional pig feeding, largely 
based on potatoes which are poor in protein. 

In Czechoslovakia, crops were very good in 1963 in 
all regions except East and West Slovakia. Wheat yields 
appear to have been slightly below those of 1962, but 
the total crop was 6 per cent greater as the result of an 
expansion of the area; as in most countries, maize yields 
were higher than in the previous year; the sugar-beet and 
the potato crops were, respectively, 33 per cent and 28 
per cent larger than in 1962; vegetable production in- 
creased considerably, and hay and green fodder yields 
were very satisfactory, even in mountainous regions. 
However, livestock numbers fell sharply in the twelve 
months ending mid-1963 and, although the rich harvest 
of green fodder and hay brought some improvement, the 
damage could not be repaired in the second half-year. 
Whereas meat production in 1963 appears to have re- 
mained more or less on the 1962 level, milk production 
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declined as a consequence of the fall in cow numbers and 
lower yields of milk per cow. 

Official statements in qualitative terms and data on 
state procurements in eastern Germany indicate that 
most crops, with the exception of oilseeds, were either 
somewhat larger than or similar to those of 1962. Accord- 
ing to the November 1963 census, livestock numbers 
were generally higher than at the same date in 1962; 
and the pig population exceeded 9 million for the first 
time since 1955. The favourable development of output 
of animal products also reflected improved yields; despite 
a virtually unchanged cow herd, the downward trend 
of milk production since 1960 was halted in 1963 by a 
rise in milk yields of about 8 per cent. Nevertheless, 
state procurements of animal products still barely regained 
the 1961 level. 


Investment and current inputs in eastern Europe 


The rise of investment in eastern European agriculture 
in recent years is illustrated in Chart 1 and is reflected in 
the increases in stocks of farm machinery shown in 
Table 15. However, statistics are not available to reflect 
the increasing emphasis now being laid in most countries 
on equipment other than tractors and on the spread of 
mechanization to the livestock branch, where it has not 
yet been carried so far as in crop production. Fertilizer 
supplies also continue to increase fairly rapidly in most 
countries, though rates of application still vary widely 
and in some countries remain extremely low. As in the 
Soviet Union, current plans for raising farm output call 
not only for continuing increases in investment and other 
material inputs, but also for increased efforts to raise the 
level of technical knowledge and skill, improve organ- 
ization, and introduce more effective incentives for the 
workers in agriculture. 


The investment effort planned in Hungarian agri- 
culture in 1963 was more intense than that in any other 
country of the region. The planned 37 per cent increase 
over the 1962 outlays in state and co-operative farms was 
not quite achieved; but the actual increase of 21 per cent 
was reflected in increases of 30 per cent in deliveries of 
tractors and 50 per cent for combine-harvesters, both 
representing significant increments to the total stock (see 
Table 15). It also permitted an extension of the irrigated 
area by 80,000 hectares, to a total of 280,000, or nearly 
four times the area irrigated five years earlier. Fertilizer 
application rose by about 10 per cent. The 1964 plan 
calls for a further 13 per cent rise in investment outlays; 
and special credit terms have been introduced to encour- 
age a further extension of the irrigation network by 
55,000 hectares.®* Fertilizer supplies should rise to some 
74 kilogrammes (pure nutrient) per hectare, or by 
30 per cent. 


In Poland total investment in agriculture in 1963 
increased by about 15 per cent (against 221% per cent 
planned), and the 1964 plan calls for a 27 per cent rise. 
To judge from the 10 per cent rise in credit to individual 
farmers in the first half of 1963, direct investment in 
private farms must have increased. Little more than a 
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TABLE 15 


Supplies of tractors, grain combines and chemical fertilizers in eastern European countries, 1961 to 1963 


Tractors and combines in thousands; fertilizers in kilogrammes of pure content per hectare of arable land 


Stocks Deliveries ae 
Fertilizer 8 
Country Tractors Combines Tractors Combines application 
1961 1962 1963 1961 1962 1963 1961 1962 1963 1961 1962 1963 1961 1962 1963 
Albania о 4.9 29 be 0.4 8 0.4 0.4 1.0 0.9 — — -- 13.2 
Bulgaria® > г ооо а 294 314 420 
Czechoslovakia @ 115:688737:6 81 50:2 8.9 9.8 11.0 | 14.0 16.2 12.9 Seda 2.1 12 97.6 112.0 120 * 
Eastern Germany ¢. в OO ae TO aie а о. 7.1 14.0 14.1 1.22.3 1.8 | 206.0 203.2 : 
ВИ ок бов 44.2 49.4 54.0 4.7 о ПР ES) 7.3 SYS) 0.8 1:2 1.8 41.3 53.4 58 gad 
Poland oe ee) 2.6 —-83.2 9 са. 98 ыы <. ‘is 12.9517.31%20:6 Ped в м 51.9 58.6 са. 60 
Rumania’ абы « 52.0) 157.5 65:0) |) 23.4 28:4 32.1 12.1 OS ее OO 5 96 as be 18-19 * 
Е ee 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
@ Tractors in 15 h.p. units. 


> Fertilizers per hectare of arable land, except i i i 
$ tin Albania and Bul 
of cultivable land). : Pagel ad oar 


half of the deliveries of tractors shown in Table 11 
went to the agricultural circles; but the total tractor stock 
in agriculture rose by 18 per cent. As noted in the last 
issue of the Economic Bulletin for Еигоре,° investment 
in state farms should be greatly increased during 1963- 
1965, in connexion with their taking over land from the 
State Land Fund. A 32 per cent rise in state investment 
alone is planned for 1964; 7 but this is presumably con- 
nected also with the plan to devote 23 per cent of total 
outlays to land melioration. 

Fertilizer application in Poland rose by only about 
3 per cent in 1963—the smallest increase recorded in 
the region — and, at the plenary session of the Central 
Committee of the Polish United Workers Party in early 
December, Mr. Gomulka severely criticized the constant 
failure to fulfil plans for fertilizer supplies. He stated that 
the targets of the 1956-1960 plan had not been reached 
and that in each year of the current 1961-1965 plan, 
80,000-90,000 tons less than planned had been provided; 
the installation of new fertilizer production capacity was, 
therefore, of the greatest urgency. A 12 per cent increase 
in fertilizer application is planned for 1964. 

In Rumania, the stock of tractors continues to grow 
rapidly (see Table 15). Total supplies in 1963 did not 
reach the 1960-1961 peak level, but they contained a 
significant number of the new 65-h.p. models from 
Rumanian production. Mechanization has already per- 
mitted a drastic reduction in the numbers of draught 
animals in Rumania — by 43 per cent between 1958 and 
1961 for oxen and buffaloes alone — but still has a con- 
siderable further contribution to make. Irrigation and 
drainage work is being given high priority, as is the 
expansion of fertilizer supplies. A striking rise of fer- 
tilizer production (by 41 per cent) in 1963 permitted an 
even more spectacular rise in application (by 82 per 
cent); but the current rate of some 18-19 kilogrammes per 
hectare (pure nutrient) is still very low — and well below 
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с Equipment in socialist sector only; fertilizers total agriculture. 
@ Calculated from data in gross weights. 
€ Deliveries include an important number of 65-h.p. tractors. 


that in any country of the region except Albania and the 
Soviet Union (where the rate is similar). 


The 8 per cent increase in the Bulgarian tractor stock 
in 1963 is planned to be followed by a 14 per cent rise 
in 1964; but current investment efforts appear to be 
concentrated mainly on land melioration. This is reported 
to have absorbed 72 per cent of all agricultural invest- 
ment in 1963, and the irrigated area was increased by 
nearly 23 per cent over the 12 months to the end of 
June to a total of 880,000 hectares; an increment of 
100,000 hectares is planned for 1964. Fertilizer supplies 
in 1963 for the first time exceeded the earlier 1959 peak 
(when imports were suddenly raised), following a 34 per 
cent rise in deliveries; and a 38 per cent rise is planned 
for 1964. 


In the two countries with the smallest farm sectors, 
Czechoslovakia and eastern Germany, the tractor stock 
per thousand hectares is already relatively high — 21 
and 20 respectively. But more—and more efficient — 
mechanization is still advocated, since great importance 
is attached in both countries to raising farm output in the 
face of crippling labour scarcity. Despite the efforts 
earlier made to stabilize the farm labour supply in Czecho- 
slovakia, the shortage is reported to have been further 
aggravated in 1963.38 Investment in Czechoslovak agri- 
culture fell by some 18 per cent in 1963 (according to 
preliminary data) instead of rising by over 50 per cent as 
originally planned; in 1964 a 20 per cent increase is called 
for. A 20 per cent increase in fertilizer supplies is planned 
in that country in 1964 as part of a programme to raise 
the rate of application to about the current east German 
level by 1970; °° and in eastern Germany, where the rate 
of application is already relatively high (see Table 15), 
moderate increases should continue. In 1963, 36,000 hec- 
tares were added to the Czechoslovak irrigation network. 


88 See the Bulletin, loc. cit. and Rudé Ргао, 18 December 1963. 
The scheme for recruiting 42,000 young workers to farming in 1963 
was only partially successful, and about 37,000 were recruited 
against 39,000 in 1962. 

89 See the Bulletin, loc. cit. 
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Price increases and other material incentives in eastern 
Europe 


Since the major farm price reforms, especially for 
livestock products, in Bulgaria in the summer of 1962, 
which followed closely upon similar action in the Soviet 
Union, significant increases in producer prices for animal 
products have been introduced in 1963 in Rumania and 
some in Poland.*° In Hungary, milk prices were adjusted 
upwards by some 10 per cent in the course of 1963, 
some price increases were granted also for poultry and 
eggs, and special incentives to sign long-term delivery 
contracts are being offered —applicable to deliveries 
from househcld plots as well as to those from co- 
operatives.*? In Bulgaria, higher prices will be introduced 
for tobacco, potatoes and red pepper in 1964, together 
with new incentive measures to promote production on 
individual plots; and the costs to the state of such changes 
will amount to 8 million leva in the current year. 

In eastern Germany new unified prices for all crops, 
valid for state and co-operative farms, will be introduced 
for the 1964 harvest,®* implying for some products 
increases of as much as 20-30 per cent of the 1962 


average producer price: 
1962 


Average Aes 

producer prices unified 

rd free sales) _rices 

DM per ton 

RAGS 5 dh o Op оо 329.2 400 
VV Nea Geer о. № 305.7 350 
И DEVI 2 бб og & cd ao bo a ¢ 683.0 625 
Barley for other industrialuse ..... 340.6 380 
©thembarleyaarn eee ee : 330 
Фа органа [ие aera 265.8 380 
Otheroatst и ее т: , 320 
и ро, о 62.0 80 


Sources ; Statistical Yearbook 1963; Neues Deutschland, 10 October 1963. 


90 See the Bulletin, Vol. 14, No. 2, рр. 14-15 and Vol. 15, No. 1, 
section 7. 


91 Figyeld, Мо. 46, 1963, р. 8. 
93 Neues Deutschland, 10 October 1963. 


For livestock products, the present system of obligatory- 
delivery quotas and prices will be maintained; but, with 
effect from 1 January 1964, premia are to be paid for 
all quantities offered in excess of the 1963 level. Higher 
than average premia will be granted to the northern 
provinces on the ground that the labour situation there 
is more difficult and that more investments are necessary 
for buildings, machinery and implements. ** Although the 
price increases and new premia seem to provide signifi- 
cant incentives to greater efforts, the announced with- 
drawal of existing subsidies may partly offset their effect 
on farm incomes. 


In Czechoslovakia also, a premia system for milk 
deliveries from collective farms will be introduced in 
1964.°* Co-operatives will be classified into four categories 
according to actual milk deliveries per hectare of agri- 
cultural land in 1963, and premia will be paid monthly 
for all additional deliveries. These premia will neither be 
distributed under the normal collective farm statutes nor 
be subject to taxation, but will be placed in a “ milk 
premia fund”, from which payments will be made monthly 
to all members directly responsible for cattle breeding. 
This system of premia by results is to be generalized for 
all branches of production in both state and co-operative 
farms. State farm wages and premia, especially for tractor 
drivers and technical staff, are to be raised and social 
security provisions for co-operative farm families im- 
proved with the aim of giving farm workers a status 
similar to that of workers in industry.®* 


®3 Premia for excess deliveries 


Northern 
districts 


Other 
districts 


Average producer 
prices in 1962 


Product 
DM per 100 kg 
Porky Rees) а а бе 150 100 346.49 
АН © рю eo oe 70 50 255.71 
Milk, а. 35 25 53.45 
Eggs (рег hundred). .... 15 10 29.48 


Sources : Statistical Yearbook 1963; Neues Deutschland, 10 October 1963. 


®4 Rudé Ргауо, 1 February 1964. 
$5 Rudé Ргауо, 15 February 1964. 


4. INVESTMENT OUTLAYS AND CONSTRUCTION 


The levels and patterns in 1963 


The problems encountered in the investment sector 
in 1963 were rather similar in all countries of the area 
—and basically the same as those analysed in the last 
SurRVEY °* — those of ensuring conformity with plan prior- 
ities and of securing a greater concentration of resources 
on completion of projects already under way. However, 
differences in general economic conditions resulted in 
widely differing trends and patterns of actual outlays on 
fixed capital formation. Preliminary data indicate a sharp 
decline in the total in Czechoslovakia, significant increases 
in Bulgaria, Hungary and Rumania and more moderate 
increases in the Soviet Union, Poland and eastern Ger- 
many (see Tables 16 and 17). These differences appear 
more striking when related to trends in recent years. 


зв Economic Survey of Europe in 1962, Part 1, Chapter I, section 2. 


Thus total outlays in Czechoslovakia fell to a level only 
marginally above that of 1959 after being some 15-20 per 
cent greater during 1960-1962; the east German total (in 
current prices) has risen only marginally since 1960; in 
Rumania, Poland and the Soviet Union the deceleration 
in 1963 followed a period of rapid expansion between 
1959 and 1962; in Hungary outlays since 1959 have risen 
in one year and fallen in the next — though on a rising 
trend — until 1963 proved to be a second consecutive 
year of expansion. 

Neither in Czechoslovakia nor in eastern Germany 
has the reduction or levelling off of investment activity 
in recent years corresponded to the original intentions of 
the planning authorities. On the contrary, both countries’ 
long-term plans for periods ending in 1965 embodied 
very ambitious investment programmes and the recent 
abandonment of those plans was closely related to the 


Country and sector 


Albania 
Total socialist sector 


Bulgaria 
Total socialist sector 
of which: 
Above-limit . 


Czechoslovakia 


Total 
of which: 
State 
Co-operative 
Private . 


Eastern Germany 
ор. 
of which: 
алое 
of which: 
Industry and construction . 


Hungary 
Total socialist sector 
of which: 
ЧУ В fue. odes 
Agriculture 
Transport 


Poland 
Total 
of which: 
Industry 
Agriculture 
Transport 
Trade 
Housing 


Rumania 
Total state investment . . . 
of which: 
Industry 
Agriculture 
Housing о ао 
рранерор | cone, ао fe 


Soviet Union 


Total centrally planned state and co- 


Operative investment 
of which: 
Industry 
of which: 

Metallurgy 
Oil and gas . 
Electric power . 
Engineering 
Chemicals >. = - 


Timber, paper and wood-working . 


Light and food . 


Арии wt Пе Nek cet 
Transport and communications . 
Housing а В о ce 
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TABLE 16 
Investment outlays by sector and/or industrial branch, 1961 to 1964 Plan 


Percentage changes from the previous year 


1961 1962 1963 1963 1964 
Actual Actual Plan Actual Plan 
6% 6 7.8 НИ 
6 4 22 —7 
3 10 13 171, -1 
V —5 —6 —12 154 
7% —1 -9 
i —10 —28 
5/2 —12 Si 
— 13 5.4 7.5) Be 
4, 2.3 
7 1%, 
—10 16 са. 10с 12 124 
1 11 5 5 8-10 @ 
—24 23 37 21 13 
—31 35 ae 30 
7% 11 8% са. 314 1.7 
101, 16 9% са. 51, — 0.3 
11 9 22, ca. 15 27 
14 124, 4 са. —2 —0.4 
—11% 18 —5 са. —17 —20 
6 —4 4 са. 5 —4 
21 14 12 9 13 
ay 20% 1214 
24 21, са. —14 
18 13 ca. 19 
281, 8 са. 7 
10 9 10 6 107 
4 6 
9 2 ae 4 
10 5 14 10 
6 7 6 
14 8 oe 1 Aa 
15 8 36 24 44f 
3 13 ОВ 6 >. 
—10 89 18 7 53% 
21 16 18 13 38 Ff 
5 11 a 
—1 3 


Эф 


Sources : National statistics, plans and plan-fulfilment reports. 


@ Including general repairs. 

$ Over the planned level of 1963. 

с Revised target. 

4 Centrally planned investments only. 


€ From the budget. 

1 Planned percentage increases, 1964 to 1965: total centrally planned, 10; che- 
micals, 32; agriculture, 13. 

9 Light industry only. 

h 1964-1965 over 1962-1963. 
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TABLE 17 


Investment outlays by 


sector, 1959 to 1963 


Billions national currencies 


Country and sector 1959 1960 1961 1962 1963 
Albania 
ROGHIRE о 6 5 6 oo 6 oO 8 5512 5.60 6.50 
Bulgaria @ 
ОЕ 9, оборо обо ав 10.1 11.9 12.6 13.2 16.0 
ge Trek Pe eee ee ea 6.0 7.3 7.6 8.3 9.8 
‘Below Л =) can eee are ee 4.1 4.6 5.0 4.8 6.2 
Czechoslovakia 5 
TOtal aaa ee erg: ok Sen ee 37.8 42.4 45.5 44,3 39.2 
Саре бест peewee aca ttre ee 31.0 34.4 37.20 36.9 33.6 
(Co-operative sectOLae meni 4.8 5.8 6.0 5.4 a 
PrivatelsectO Leeman nnn eT 220) 7) 2.3 2.0 т. 
Eastern Germany 
Ota Meares ameter ое и 14.1 15.6 15.6 16.0 с 16.4 
Дате ЗСО 6 o & G Peed 11.4 12 12.8 13.1 
Hungary 
Lotal eee aye eee ee eae ee sae 37.5 42.0 39.4 43.0 са. 47 
Socialis ЕР чаво орон 82.2 ВИ ВАЙ 39.1 43-44 * 
of which: 
State;sectorie и с 28.1 33.0 29.4 34.0 
of which: 

Centrallysplanned i п. в вы 24.8 28.3 25.2 ae 
GollectivesfarnS tas meee nn ene eae 2D) 3.4 Bef 3.6 az 
Private SCCLOLG semaine nineteen Ta 53 4.5 Sai 3.9 ca. 314 

Poland 
ЧЕТ oie re, Gee von eee aoe eee ee 94.4 100.0 107.4 119.1 123.2 
Socialis Е о ооо оонов 81.8 87.6 94.6 ЦО (110.0) 
Private: ест ие 12.6 12.4 12.8 11.4 
Rumania 
ЗЕ 5 5 5 6 ow oe ow oO 18.5 24.4 29.6 34.2 
of which: 
State: Зе st) see Res als ens 17.6 23.0 27.9 31.7 34.5 
Soviet Union 
Sol eN Ll Cote eee ce ey Seen 34.0 36.7 38.3 40.2 ane 
State and co-operative enterprises . . . 27.4 30.8 32 34.8 Зое 
of which: 
Centrally равоед в eee 227 2557 28.3 30.8 32.5 
Collective Ната ее 3.5 3.2 3.2 3.3 te 
Private idwellin gsiemens cnn neces 3.1 2.7 2.4 2a 


nn nnn nnn nn nnn re SS 


Sources : National statistics and plan-fulfilment reports. 


Note. — Data for Bulgaria, eastern Germany and Hungary are at current 
prices; others at constant prices. 
@ Old leva. 


proved impossibility of implementing their investment 
targets. The annual investment plan for 1963 in both 
countries was thus below the level originally required by 
the long-term plan, but in neither country was even the 
reduced target reached. In Poland, acute difficulties in 
the investment sector had already become apparent in 
1962; but the 1963 target (not attained) was again in line 
with the control figures of the 1961-1965 Plan. However, 
the Polish plans for 1964 and 1965 now incorporate 
considerably more modest figures. 


In contrast, total investment outlays during their 
respective long-term plan periods, including the year 
1963, have certainly exceeded the targets in the Soviet 


> In 1962 prices; the figures published in the SuRvEY for 1962, Part 1, Chapter I, 
Table 9, were in 1961 prices. 


С In the Statistical Yearbook, 1963 : 15.8. 


@ Investment projects put into operation, excluding state-financed private housing. 


Union and Rumania; and if the 1964 targets are reached, 
the excess will be maintained or grow.*’ The long-term 


plan targets are similarly being attained in Hungary and 
Bulgaria. 


7 In the Soviet Union, the annual plans for centrally planned 
investment, to which the control figures of the Seven-year Plan 
apply (the Rumanian Six-year Plan covers state investment), have 
been under-fulfilled in each year since 1959; but those annual targets 
were well above what would have been required to attain the Seven- 
year Plan targets on the assumption of a steady rate of increase over 
the period. Consequently, the cumulative total of outlays during 
1959-1963 exceeded by some 10 billion roubles the implied Seven- 
year Plan target, and the attainment of the 1964-1965 targets would 
raise the over-fulfilment for the whole seven-year period to more 
than 18 billion roubles on a planned total of 197 billion roubles. 


The data in Table 16 for some countries do not cover 
total investment.°° In Hungary privately-financed invest- 
ment (mainly housing) appears to have been reduced so 
that total outlays in 1963 probably rose a little less than 
there indicated; private dwelling construction also fell in 
Rumania (see Table 25 below) but no data on investment 
by co-operative farms are available. It seems likely that, 
in the Soviet Union, the share of centrally planned invest- 
ment in the total rose in 1963 — as in the past few years 
— as a result of the fall in private dwelling construction 
and a levelling-off of collective farm investment.® 


Data on the sectoral distribution of outlays in 1963 
are so far available for only four countries; but there are 
some indications that the efforts to concentrate resources 
on priority projects, mentioned above, have contributed 
to a fairly widespread tendency for the share of “ non- 
productive ” investment in the total to fall. This certainly 
occurred in Poland, where productive investment in the 
socialist sector rose by 4 per cent while non-productive 
outlays fell by 3 per cent. Statistics of completions of 
dwellings suggest that, at least in Czechoslovakia, eastern 
Germany and the Soviet Union, this sector was most 
affected by planned and/or unplanned cuts in investment 
outlays (see Table 25 below). However, the reductions in 
housing activity can be attributed in part to the impact 
of the hard winter. 


In both Poland and Hungary there has been a further 
significant increase in the share of agriculture, although 
the plan for this sector was not quite fulfilled. The same 
applies to centrally planned agricultural investment in 
the Soviet Union; but since this accounts only for slightly 
more than half of all investment in agriculture, the 
significance of the change is impossible to assess. In 
Rumania, the share and level of state investment in 
agriculture fell; but no information is available on col- 
lective farm investment, accounting in 1962 for almost 
30 per cent of total investment in agriculture. 


Whereas the share of industry in total investment out- 
lays does not seem to have changed substantially (except 
for a further increase in Rumania where it reached 
55.7 per cent of total state investment in 1963 against 
50.8 per cent in 1961 and 53.8 per cent in 1962), there 
has been a considerable shift within industry. This has 
been particularly striking in the Soviet Union: after the 
deceleration registered in 1962, investments in the chemi- 
cals, oil and gas industries increased at well above 
the average rate in 1963, whereas those in engineering 
hardly increased at all and, for the second year in suc- 
cession, investment in metallurgy showed only a relatively 
moderate growth.* Thus, at least in relative terms, the 


8 The sectors covered in the table accounted for about 89 per 
cent of the total in Hungary and 93 per cent of investment in the 
socialist sector in Rumania in 1962. In the first country private 
house-building is the major residual item: in Rumania, co-operative 
farm investment is also excluded. 

99 The continuing process of transformation of collective farms 
into state farms has meant that investment per collective farm house- 
hold has nevertheless risen since 1958. This process has, of course, 
also tended to accentuate the rise of state investment in agriculture. 

100 All these figures refer to centrally planned investments only and 
are published as index numbers. The publication of the break-down 
of total industrial investments in absolute values was discontinued 
in 1962. 
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planned shift to chemicals at the expense of metallurgy 
and engineering has been initiated. Moreover, the rela- 
tionship of increases in completions to the increment of 
outlays shows a similarly appropriate change in pattern 
— completions increasing much faster than outlays in the 
metallurgical branches, but showing a smaller margin 
for chemicals. 


Investments in Soviet industry 


Centrally planned 
investments 


Total 
outlays 


Stock of uncom- 
pleted investments 


at end of year Comple- 


Industrial branch tions 
Percentage increases 


1960 to 1962 1962 to 1963 


О АЙ seen 55 26а 44 
М т, №. № Е 7 3 5) 
ап са 27 20 10 
Electricity. о ооо в 22 17 6 
En einer Coma овоья 40 5 1 
(hemicalsi rc ean mene ee 60 33 24 
Timber, paper, woodworking . 32 1 6 
ПН 291 1560 зо слово 18 12 7 


Sources : Statistical yearbook and plan-fulfilment report. 
@ All metallurgy. 


In Hungary the share of the chemicals industry in 
total industrial investment has been rising in recent years 
(from 11 per cent in 1958-1960 to 1714 per cent in 1962); 
but the real drive for expansion is apparently planned to 
start in 1964 when the plan calls for nearly a doubling 
of outlays after a rise of some 7 per cent in 1963. 
Another feature of the 1964 plan is a sharp rise in outlays 
in the textiles branch (to a level nearly 50 per cent above 
that of 1962) for which a vast programme of renewal of 
obsolete equipment has been established. 

The pattern of Bulgarian industrial investment has 
been considerably influenced in the past few years by the 
heavy concentration on four major projects — the Krem- 
ikovci steel works, the Stara-Zagora chemical com- 
bine, the Marica-Iztok thermo-electrical plant and the 
Burgas oil refinery : 


“ Above-limit ” investments in Bulgarian industry 


(million new leva) 


Industrial branch 1959 1960 1961 1962 1963 1064 
Несе ое 33,9 45.0) 36:7 — 64.7 88:11 95.1 
о 5 изо sani В) 235 ПТ. 9 и 
Ferrous metallurgy 37.3 29.4 54.7 65.3 100.0 
Chemicals an arc: 1519 lide 40: Om OO 34.9 

Total of above 95.4 100.4 145.7 246.2 
Percentage of total. 26.9 23.6 30.8 45.3 
Engineering and metal- 
Е se 30.4 40.6 240.1 45.3 56:7), 65.9 
iS ques оо aes 2019 264 274 24.5 26.1 340 
Food processing Бе ОИ и БЫ O:O memo ler 
Total of above . . 110.2 118.4 90.2 85.3 98.8 131.5 
Percentage of total. 31.0 278 19.1 157 17* 22.0 


355.2 426.0 472.5 543.9 580* 597.2 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
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In 1962, the four branches covering these major projects 
accounted for almost one-half of all ‘‘above-limit” indus- 
trial investments and it can be inferred from the 1963 
plan and the preliminary results for the year that this 
was also the case in 1963. 

Data on the pattern of industrial investments in 1963 
are not available for other countries. Nevertheless, there 
are indications that in both Czechoslovakia and eastern 
Germany the downward revision of the industrial invest- 
ment targets of the current long-term plans affected 
priority industries — essentially chemicals and electric 
power — less than other branches. Thus the east German 
authorities still expect to invest DM 11 billion in the 
chemicals industry during 1959 to 1965, as against DM 
12 billion originally planned, although the original target 
for industry as a whole (as well as that for the whole 
economy) has been abandoned. 1 

A further concentration on power generation and 
chemicals seems to have occurred in 1963 also in 
Rumania, since work in progress appears to have in- 
creased very considerably in these branches. This can 
be inferred from the fact that it is planned to commission 
650 MW of generating capacity in 1964 (more than three 
times as much as in either 1961 or 1963), and it is 
expected that additions to capacities in the chemicals 
industry in 1964 will be three times as great as in 1963. 
Moreover, investment outlays in the chemicals industry 
during the Six-year Plan period as a whole should 
account for 20 per cent of the total, despite the fact 
that their share in 1960-1962 was only 13 per cent. As 
in Bulgaria, the concentration on the completion of a 
few important projects has had a decisive influence on 
the pattern of industrial investment in the recent past. 


The problems of the investment sector and the 1964 
Plans 


Official statements made, and policy measures under- 
taken, in 1963 and early 1964 give the impression, already 
noted above, that the problems of the investment sector 
in most of the countries of the area remain essentially 
the same as in those analysed in the Survey for 1962.1% 
The current expressions of official concern repeat the 
familiar complaints: too many projects started; piling up 
of unfinished investments; delays and cost inflation start- 
ing even at the projecting stage; slow running in of 
capacities even when finished and, in general, tension 
and faults in organization over the whole sector and 
particularly in building and construction. In some coun- 
tries such difficulties were aggravated in 1963 by the 
prolonged and severe winter, which hit the building 
industry particularly hard, and by the continued difficul- 
ties experienced in east German and Czechoslovak en- 
gineering production for export.?°? In the Soviet Union, 


101 Part 1, Chapter I, pp. 16-23. 


102 At least in Czechoslovakia, the engineering industries are 
engaged in reducing the range of their production — in an attempt 
to lower costs — and the aim is to specialize output on the basis of 
co-ordination of plans with the CMEA countries. The delays 
apparently now being experienced in reaching agreement on the lines 
of intra-CMEA specialization for the 1966-1970 period must have 
complicated this task (see section 6 and statement on this subject by 
the Chairman of the Trade Commission of the Polish Parliament, 
Zycie gospodarcze, No. 46, 1963). 


particularly, the reconsideration of priorities — leading 
to still more emphasis on development of the chemicals 
industry — was an additional complication. On the posi- 
tive side, strict measures taken in late 1962 and early 
1963 to concentrate resources and speed up completions 
appear to have brought improvements in the situation 
of some countries; but new and even more severe mea- 
sures taken recently suggest that progress was not judged 
to be satisfactory. 


Eastern Europe 


Both Bulgaria and Rumania have experienced the 

difficulties arising from undue dispersion of investment 
resources, though the still ample labour supplies available 
to their building industries ease the problems for their 
planning authorities by comparison with those confront- 
ing countries with greater labour stringency.*°? Data on 
completions and investment outlays in these two coun- 
tries, moreover, give little indication of the changing 
intensity of strains in the investment sector since they 
tend to reflect overwhelmingly the — partly planned — 
“cycles of completions” determined by the timing of 
major projects. 
‚ In Bulgaria, the share of outlays on uncompleted in- 
vestments in total outlays in the socialist sector decreased 
steadily from 28 per cent in 1960 to 16% per cent in 1962 
as large projects started in the late fifties were commis- 
sioned.1°* But the sharp increase in outlays in 1963 may 
well have increased this share to some 20-25 per cent; 
the fact that the construction element in the plan for 
“above-limit” investment was 99.6 per cent fulfilled while 
that for equipment was 6 per cent under-fulfilled (partly 
because of import delays) provides some evidence of 
such a rise. In 1964, further sections of the four major 
industrial projects mentioned above should be commis- 
sioned and 88 per cent of all outlays on “above-limit” 
projects are to be spent on those already under construc- 
tion and on replacement and expansion of existing capaci- 
ties. With investment in machinery rising by 4 per cent 
within a declining total, the share of outlays on uncom- 
pleted projects should again fall.1° 


‚ Except for the fact that the earlier very rapid increase 
of investment outlays in Rumania appears to have 
slackened in 1963, the picture for that country is similar 
to that in Bulgaria. After a small improvement in the 


103 Between 1959 and 1962 employment in the building industry 
increased by one-half in Bulgaria and by one-third in Rumania as 
against 7 per cent in the Soviet Union, 6 per cent in Czechoslo- 
vakia, 5 per cent in Poland and no change in eastern Germany and 
Hungary. In 1963 there was another large increase in building 
employment in Rumania, more moderate increases in Bulgaria, 
Hungary and Poland, and none elsewhere. 


104 See the Survey for 1962, Part 1, Chapter I, footnote 36 and 
Chart 1 on the nature of the data on outlays, completions and stocks 
of unfinished projects. The phrase “ share of outlays on uncompleted 
investments as a percentage of total outlays ” refers to the increase 
in the stock of uncompleted investments (on the basis of values of 
work done) related to total outlays during the same period. The 
“completiou ratio”, referred to below, is the reciprocal of this 
magnitude. “ Completions ” refer to the total value of projects com- 
missioned during the year. 


ace Capital stock per worker in industry is expected to increase by 
12 per cent in 1964, despite a small decline in investment outlays, 
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completion ratio in 1962, as much as 25 per cent of total 
state outlays in 1963 were spent on uncompleted invest- 
ments and even the absolute level of completions was 
lower than in 1962; and again the change was accom- 
panied by an increase in the share of building and con- 
struction in total investment to 4514 per cent, reversing an 
uninterrupted trend which had reduced it from 55 per 
cent in 1956 to 42% per cent in 1962.1°° Bad weather 
and import delays may have retarded completions in 
1963; but it seems that the deterioration of the ratio was 
due mainly to a further concentration of resources on a 
few very large projects, many of which will be partly or 
wholly commissioned in 1964.17 Official statements have 
indeed stressed that the pattern of investment activity 
improved in 1963;1°8 and the 1964 plan provides for 20 
per cent increase of completions against the 13 per cent 
tise in state outlays, the rate of increase of completions 
being particularly high in those industrial branches with 
large projects under way. New starts will be strictly 
limited in 1964. 

Hungary was particularly successful in enforcing a 
concentration of investment resources in the early 1960s; 
and in 1962 a 16 per cent rise of total outlays in the 
socialist sector produced a rise in the share going to 
uncompleted projects only from 4.2 per cent to 7 per cent. 
The value of the end-year stock of uncompleted projects 
was equal to 72 per cent of total outlays during 1962 
(against 76 per cent in 1961 and 64 per cent in 1960). 
Strict measures to improve the situation further in 1963 
were nevertheless considered necessary;?°* but in fact the 
budgeted value of new major projects started was 8 per 
cent above the 1962 level and work in progress at the 
end of the year rose in the same proportion, whereas the 
value of projects completed rose by only 5 per cent. This 
deterioration largely reflects the fact that the output of 
the state building industry rose by only 5 per cent instead 
of the 7 per cent planned. 

The 1964 plan foresees the need to devote 90 per cent 
of outlays on “above-limit” investments in Hungary to 
projects already in progress, and as several major projects 
are scheduled for completion in 1964,11° it is very likely 


106 But part of the increase may be attributed to small changes in 
prices. 

107 Index numbers of investment outlays and of outlays рег 
project in selected branches of Rumanian industry (1958 = 100). 


Ferrous metallurgy Engincering Chemicals 
per per per 
Total project % Foetal project @ Total project & 
о 83.0 113.4 128.0 151.9 129.6 111.5 
об 87.2 128.3 205.2 303.9 160.0 130.0 
196... 1483 129.3 330.5 Sr lad 183.0 171.9 
1962 213.9 150.0 403.9 334.6 211,4 123.6 
1963 171.1 265.3 213.8 


Sources : Finante si Credit, 1963, No. 11, р. 26; and Statistical Yearbook. 


а “Outlays per project” refer to the funds allocated each year to projects in- 
dividually listed in the state plan; these figures are therefore not comparable with 
the total state investment outlays given in the first column. 


108 References to a significant reduction of delays are made in the 
plan-fulfilment report and in Finanfe si Credit, loc. cit.; but the latter 
source also gives examples of considerable sluggishness in mining, 
power generation and chemicals. 

109 See the ЗовуЕУ for 1962, Part 1, Chapter I, р. 21. 

110 Among others, the nitrogenous fertilizer plant of the Tisza 
Valley Chemical Works and the heavy rolling mill of the Lenin 
Metallurgical Works. There are also a large number of uncompleted 
dwellings, agricultural buildings, schools, hospitals and nurseries 
carried over from 1963. 


that the completion ratio will again improve, provided 
that the building industry can overcome its difficulties. 
The low priority accorded to investment in the construc- 
tion industry during the 1950s has resulted in a perpetua- 
tion of out-dated building methods and an extremely 
low rate of increase in labour productivity in this sector. 
A major mechanization programme is now in preparation 
but will hardly start before 1965. The steps earlier taken 
in Hungary to encourage more efficient use of investment 
resources generally were supplemented in 1963, as men- 
tioned in section 2, by the imposition of an interest charge 
on fixed capital — а break with the past practice which 
has long been widely advocated also in some other 
countries of the region.11? 


The problems of the Polish investment sector — similar 
to those in other countries — were intensified during 1962 
and 1963; and this has resulted in a serious reappraisal 
of the situation and, indeed, of the current Five-year 
Рав. = 

At the end of 1963 the cumulative stock of uncom- 
pleted investments in the socialist sector in Poland 
amounted to 75 billion zlotys or about 60 per cent of 
annual outlays. The magnitude of the Polish problem is 
illustrated by the fact that the budgeted value of these 
projects amounted to some 272 billion zlotys, so that their 
immediate completion would have required the earmark- 
ing of nearly two years’ total investment outlays. This 
situation reflects persistent delays in completions. Sample 
inquiries indicate that, of projects completed in the years 
1960 to 1962 and the first half of 1963, the percentages 
completed within the time originally scheduled were 42, 
69, 63 and 541 respectively (for major priority projects, 
the corresponding percentages from 1960 to 1962 were 
42, 72 and 58).11% Moreover, the excessive keenness of 
Polish investors to “get into the plan”, already frequently 
noted," has resulted in a tendency at the projection stage 
to understate both the likely period of completion of a 
project and its likely cost. To the extent that cost inflation 
thus occurred at the projecting stage, or through approved 
modifications of projects in the course of construction, 
part of the increasing investment outlays (in constant 
accounting prices) has simply represented higher than 
planned outlays on projects with fundamentally un- 
changed physical characteristics and сарас!ез.!1° This 


111 See the SurveEY for 1962, Part 1, Chapter I, рр. 46 and 48 on 
similar suggestions made in the Soviet Union, and the text below on 
eastern Germany. In Poland, Professor Oscar Lange has again 
advocated similar action, together with other measures to discour- 
age the tendency of investors to underestimate costs in order to 
“get into the plan” and, generally, to discourage waste of invest- 
ment resources. His suggestions include the abolition of management 
premia linked with investment outlays, and the charging of penal 
interest rates on outlays on uncompleted projects or on costs in 
excess of those planned (Zycie Warszawy, 27 December 1963). 

112 See “ Key problems of the 1964 Plan”, a report to the XIVth 
Plenary Session of the Central Committee, Nowe drogi, No. 12, 1963, 
pp. 3-57. 

УИ, joys sgh 

114 Jhid., and footnote 111 above, and the Survey for 1962, Part 1, 
Chapter I. 

115 Thus, an inquiry has shown that, in the mining and energy 
branches, 45 out of 126 projects analysed showed a rise over the 
budgeted cost of 9.6 per cent; in chemicals the increase was 29 per 
cent for 29 projects out of 261, and in construction and building 
materials 24.3 per cent for 18 out of 79 projects (Nowe drogi, 
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may partly explain the fulfilment of the investment targets 
of the Five-year Plan in value terms up to 1963, although 
physical additions to the capital stock were notoriously 
lagging behind the programme. 


Investments under the Polish Five-year Plan 


(Billion zlotys) 


Actual or Five-year 
revised plan Plan 
19611 962¢actual а: 224.0 
1963eprovisionallactualas semen ee 123.2 
Тб Об Застава 347.2 345.1 
196421 96S5aplan Е eran eee 251.8 274.6 
1961-1965 total actual + plan 605.0 619.7 


Sources : Statistical Yearbook; Monitor Polski, Мо. 96, 1963; and Nowe drogi, 
No. 1, 1963, p. 16. 


The Polish authorities had a twofold problem to 
solve in drawing up the 1964 investment plan — first, in 
order to relieve the general strain on the economy (and 
on the balance of payments in particular) the planned rise 
in distributed national income had to be restricted to less 
than 2 per cent (see Table 1) and it was desired to permit 
a somewhat greater rise in consumption; secondly, it 
had become urgently necessary to reduce the dispersion of 
investment resources and speed up the completion of 
capacities badly needed to widen bottlenecks and support 
the later resumption of a more rapid overall expansion. 
However, the room for manceuvre in the field of produc- 
tive investment was limited: a high priority is attached to 
the expansion of investment in agriculture, and a large 
number of projects in other branches could only be post- 
poned at the cost of either perpetuating imbalances in the 
capital stock or incurring excessive losses. Thus the deci- 
sion was taken to launch no new projects at all in the 
social field (other than housing) in 1964; 12° within the 
productive sectors resources are to be concentrated on 
priority projects within a virtually constant total of indus- 
trial investment. Projects already started in the socialist 
sector should absorb 80 billion zlotys of outlays in 1964 
—a sum equivalent to about 70 per cent of all invest- 
ment outlays in that sector in 1963. The construction 
component of total investment is thus planned to fall, 
despite the sharp rise planned for outlays in agriculture 
(see Table 16). 


The Czechoslovak authorities, faced with a still more 
serious situation at the end of 1962 than that just de- 
scribed in Poland, decided to continue into 1963 the 
“breathing space” required for a major reorientation of 
the investment effort, and to reduce outlays for the second 
consecutive year. In the event, even the reduced plan was 
under-fulfilled by some 6 per cent (so that actual outlays 
fell by 12 per cent) mainly because of the failure of the 
building industry — in turn, partly due to the weather; 127 


No. 12, 1963, p. 18). Similar inquiries in earlier years in Czecho- 
slovakia and Hungary have revealed similar experiences (see the 
Survey for 1962, Part 1, Chapter I, pp. 20-27). 


_ 46 Thus non-productive outlays will fall for the second consecu- 
tive year. 


117 With an actual decline in the labour force (by about 3 per cent) 
and a decrease in productivity (by 6-7 per cent) the building industry 


and this under-fulfilment hit some priority targets partic- 
ularly severely."® It thus seems that the drastic corrective 
measures reported in last year’s SURVEY may have suc- 
ceeded in limiting new starts but, by so doing, only 
reduced the volume of investments by far more than 
planned, since the resources thus released remained 
largely unutilized instead of being transferred to hasten 
the completion of work in progress. Other problems also 
defied immediate solution; and not only did cost inflation 
at the projecting stage continue, but actual building costs 
also increased by 3 per cent in 1963 (perhaps partly as 
a consequence of slackening activity). 


The conclusions drawn from the 1963 experience in 
Czechoslovakia are embodied in the 1964 plan. Invest- 
ment outlays (including general repairs) should increase 
by 14.6 per cent; and it may be assumed, in the light of 
past figures, that new investments will be somewhat above 
their 1962 level, with a significantly higher machinery 
component.!?° Completions are planned to increase by 
24.6 per cent over the 1963 level; and this is to be 
achieved by assigning 90 per cent of the volume of 
building work on individually approved projects to pro- 
jects already under \ау.1?° Further organizational changes 
are also contemplated in Czechoslovakia, including the 
streamlining of projecting and building activities (which 
may go as far as stopping or curtailing projects actually 
started), the introduction of premia for the completion of 
major projects on time and measures to stabilize the 
building labour force — including an above-average ш- 
crease in wages, and the introduction of long-service 
premia and better holiday provisions. However, dissatis- 
faction with the composition of planned investment in 
1964 has been expressed, and it has been stated that the 
plan will be reviewed early in the year.1?? 


accounted for about Kés 2.6 billion of the under-fulfilment. Never- 
theless, the plan for machinery deliveries was also under-fulfilled by 
Kés 0.2 billion. This shortfall is more significant than it would 
appear, since planned deliveries had already been reduced below the 
1962 level. Moreover, the effect on completions was, by definition, 
more important still. 


18 For example, out of 962 MW of new generating capacities 
planned, only 470 MW were actually commissioned. This branch 
and metallurgy have been mentioned as two in which completion of 
priority projects has been seriously delayed (Rudé Prdvo, 17 Decem- 
ber 1963 and 26 January 1964). 


119 New investment and general repairs in Czechoslovakia. 
(Billion Kés at 1962 prices) 


1961 1962 1963 1963 1964 
plan Ч actual plan 
New investment ..... 45.5 44.3 41.6 39.2 
General repairs ..... 7.8 7.8 8.0 8.05 
И аа 53.3 52.1 49.6 47.2 54.1 


@ This plan seems to have undergone several revisions. 
> State sector only. 


According to the 1964 plan, investment in construction should 
increase by 12.7 per cent and in machinery by 17.4 per cent. 


sant New starts in this category are to be limited to 142 projects 
with an eventual value of Kés 8.2 billion, whereas 384 projects 
should be completed. The 1963 plan had called for only 85 projects 
valued at Kés 5.3 billion and for 197 completions, but the actual 
figures were probably much lower in both cases so that there were 
considerable carry-overs to 1964. 


121 Rudé Prdvo, 26 January 1964. 
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Information on investment in eastern Germany is 
exiguous, but the situation appears to be in some respects 
more threatening than elsewhere in eastern Europe. Ten- 
Sions in the investment sector in other countries result 
from over-optimistic planning and imbalance between 
demand and resources but — however embarrassing they 
may be — they do not seriously endanger the long-term 
growth potential of these economies. In eastern Germany, 
on the other hand, after many years of very low invest- 
ment (and even disinvestment in the early postwar years), 
the targets of the Seven-year Plan constituted the mini- 
mum necessary to replace, modernize and adapt to the 
peculiar labour-supply situation of the country a badly 
overstrained capital stock, and to create large new capa- 
cities in basic industries. But in the first five years of the 
plan little more than one-half of the total programme was 
implemented in value terms (with costs rising) and the 
1959-1965 total will reach at best DM 155 billion instead 
of DM 142 billion planned (even if the rate shown in 
Table 17 should rise to nearly DM 17 billion, as planned, 
in 1964 and to DM 20 billion in 1965). This implies a 
seriously insufficient renewal of the capital stock in most 
sectors (other than the top-priority branches of industry) 
and it is likely to endanger the growth potential of the 
east German economy ?*? — entirely dependent on rising 
output per worker so long as the decline in the labour 
force continues. Investment in top priority projects in 
eastern Germany — most of which will be completed only 
in a few years’ time — increased by 26 per cent in 1963 
(within an overall rise of 214 per cent), and the share of 
total outlays absorbed by reconstruction and rationaliza- 
tion of existing enterprises and installations exceeded 40 
per cent of the total against 41.5 per cent planned. The 
increasing concentration on priority projects should bring 
considerable additions to capacity in the future, but it 
leaves little room today either for housing and social 
investments or for the relatively small new investments in 
industry, agriculture and transport that could bring high 
and quick returns. The 1964 plan practically repeats the 
1963 pattern, with a very moderate increase in total out- 
lays (3.7 per cent), a concentration of 46.8 per cent of 
total investment on priority branches (about one-sixth of 
the total will go to the chemicals industry) and an increase 
in the share of existing enterprises from 40 per cent to 
50 per cent. 


The under-fulfilment of the 1963 plan in eastern 
Germany was not merely, or even mainly, a consequence 
of construction difficulties, since the output plan for the 
state building industry was 97 per cent, and the plan for 
industrial construction about 100 per cent, fulfilled. 
‚ Delays in deliveries of equipment particularly hampered 
completion of projects and reflected both pressure to 
raise exports and import difficulties. Official hopes of 
improving the situation now rest heavily on organizational 
measures, such as the concentration of responsibilities for 
each project in the hands of a general contractor within 
the framework of a general reorganization of the building 


122 As the most significant indicator, additions to electric generat- 
ing capacity under the Seven-year Plan were to total 6,500 MW, 
corresponding to a 10 per cent yearly increase of installed capacity. 
The actual additions in five years totalled 2,248 MW. 


industry and, as mentioned in section 2, the planned 
introduction of a charge on enterprises’ fixed assets and 
working capital, and a change to self-financing of planned 
investments by the VVBs (Associations of state industrial 
enterprises). 


Investment problems and policies in the Soviet Union 


The continuous rise from 1958 to 1961 in the share of 
annual outlays going to uncompleted projects in the 
Soviet Union (to 10.4 per cent in the latter years) appears 
to have reflected, inter alia, three main factors — first, an 
excessive dispersal of resources; second, a shift of invest- 
ment towards relatively new fields where planning, pro- 
jecting, organizational and supply problems are not yet 
mastered, and, third, an increase of the share of long- 
maturing projects in total investment.?2? The corrective 
measures described in the Survey for 196214 already had 
some effect in that year (as can be seen from the figures 
below). A cut in decentralized investment outlays was 
concentrated on new starts and, since most of such invest- 
ments have a relatively short completion period, the 
stock of uncompleted projects fell. Uncompleted centrally 
planned investments, however, continued to increase as a 
result of the continued influence of the second and third 
factors mentioned above; but in 1963 the situation im- 
proved in this sector also and that of decentralized invest- 
ments at least did not deteriorate. However, the slacken- 
ing growth of total outlays (see Table 16) has meant that 
the ratio of the stock of uncompleted projects to current 
annual outlays has changed little: 


Uncompleted investments in the Soviet Union 


1961 1962 1963 
Increment of: 
Uncompleted centrally planned investments 
БИЛО ТОП ея a ene Cerne +2.4 +1.0 
percentage of total outlays during year . .. 7.8 Sail 
Uncompleted decentralized investments 
DUNMOW TOUDIES ae. ce. ee ee i! о 
percentage of total outlays during year. . .. ue — 
Total uncompleted investments 
Increment during year 
ПОЛНО р nee ee eas es +3.4 +1.3 +1.0 


percentage of total outlays during year 10.4 37 2.8 


Stock at end year 
billion roubles 24.8 26.2 2741 - 
percentage of total outlays during year . 76 i> 75 


oe ee) Cee es, ео 


Source ; Statistical yearbooks and plan-fulfilment reports. 


123 However, even in branches where long planning experience has 
been acquired there are cases of notoriously protracted construction. 
The Cheveporets metallurgical plant is now scheduled for comple- 
tion in 1967, 18 years after work was begun; and 10 thermal elec- 
tricity stations have been under construction for 11-15 years. These 
examples are, however, not typical for the branches concerned. 
Soviet builders have managed to bring down the completion time of 
the largest blast furnaces to less than one year, open-hearth furnaces 
to less than six months, large rolling mills to one to one-and-a-half 
years and five-storey houses to four to five months (see T. Khacha- 
turov, Voprosy ekonomiki, No. 11, 1963). 


124 Part 1, Chapter I, p. 20. 
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Details on the significant improvement of the completions 
ratios for centrally planned investments in some industrial 
branches in 1963 were shown above. There has been no 
improvement in transport and communications, where 
completions increased by 6 per cent and outlays by 7 per 
cent, or in centrally planned agricultural investments (12 
and 13 per cent respectively). 


It may be noted that in 1963 total completions under 
the central plan increased only by 11 per cent (as against 
15 per cent in 1962), so that virtually all the improvement 
in the completion ratio resulted from the unplanned 
deceleration of total centrally planned outlays (see Table 
16), resulting mainly from the under-fulfilment of the 
construction plan by some 3 per cent. This latter under- 
fulfilment probably had little if any effect on comple- 
tions: had total outlays risen as planned and actual 
completions been unchanged, the ratio would not have 
improved at all. Thus the speeding up of the relative rate 
of completions in the past two years seems to have been 
achieved partly at the price of a slowing down of outlays, 
resulting from a cut in new starts. Consequently, unless 
current measures to improve projecting, organization 
and material supplies are successful, the currently planned 
speeding up of outlays in the weakest sectors — chemicals 
and agriculture may well cause a further excessive 
piling up of unfinished investments in the near future. 


As noted above, completions in the chemicals industry 
rose faster than outlays in 1963; but it can, nevertheless, 
be estimated that the chemicals industry started 1963 with 
a stock of uncompleted investments of a value approach- 
ing 11% years’ current outlays, largely reflecting difficulties 
in obtaining the necessary machinery and equipment; 
even the completion of a great number of projects (most 
of which have already been delayed) in 1963 did not 
reduce the stock of uncompleted investments, but simply 
slowed down its growth.**° The enhanced priority now 
being given to the chemicals programme was described in 
section 2; and the 44 per cent and 32 per cent increases 
of outlays included in the 1964 and 1965 plans should 
produce an upsurge of completions in the late 1960s; but 
in a rapidly increasing programme of this kind, the ratio 
of uncompleted projects can be expected to rise for some 
time to come. 


Since a fairly important part of the processing branches 
of the oil and gas industry has been transferred to the 
chemicals industry in 1962, the investment targets of the 
Seven-year Plan can be compared only with the actual 
results for both industries taken together. It appears from 
the figures below that, even if the very ambitious targets 
for 1964 and 1965 are reached, the seven-year investment 
plan for both industries will be under-fulfilled by about 
10 per cent; and it is likely that most of the gap is 
attributable to chemicals. 


125 According to the Soviet Central Statistical Office, the deficit at 
the beginning of 1963 of installations and equipment on chemicals 
projects otherwise completed reached 177 million roubles. Moreover, 
a number of working places in some existing chemicals enterprises 
were unmanned because of the absence of the necessary equipment 
(Izvestia, 17 December 1963). According to Khachaturov (ор. cit.), 
the most striking examples of protracted construction are in the 
chemicals industry. 


Investments in the chemicals and oil and gas industries 
in the Soviet Union 


(million new roubles ) 


Chemicals Oil and gas Total 
Total (old coverage ) 
195921961 ор ообо 2467 5 180 7 647 
1962.40.20 аа 5 ов As aS 
1963.9 Seem eae Sorte: >- 
1959-1963 Plan® .... 15 800 
1964-1965 Plan. .... = se ae 
1959-1965) Plante eee 10000-10500 17000-17300 27 000-27 800 
Centrally planned (new 
coverage) 
1959-196 een wee eee 2 683 4964 7 647 
1962 ee ae ee ee 1 174 1 882 с 3 056 
О Е СИС 1 447 2 063 © 3 510 
1959-1963 Actual. . . . 5 304 8 909 14 213 
1964-1965 Plan. .... 4 849 5 900 10 749 
1959-1965 Actual + Plan 10153 14 809 24 962 


Sources : Statistical yearbooks, plans, plan-fulfilment reports and Vestnik 
statistiki, Мо. 1, 1964, р. 94. 
@ Assuming ап even rate of growth (20 per cent) under the Seven-year Plan. 


b Estimate based on the assumption that the difference between the new and old 
coverage for chemicals was entirely due to a regrouping from oil and gas, and 
that there are practically no decentralized investments in those industries. 


© Applying the percentage increase from the plan-fulfilment report to the 1961 
absolute figure. 


The 1964-1965 Plan for the chemicals industry appears 
to be a transitional stage leading to a new programme for 
the five years ending 1970. The latter is still in process of 
elaboration, and it is not yet possible fully to compare 
the targets so far published with outlays in past years. As 
approved at the plenary session of the Central Committee 
of the Communist Party in December 1963, the new pro- 
gramme provides for the investment of 42 billion 
roubles during 1964-1970 in chemicals and in the utiliza- 
tion of chemicals in agriculture, the latter part of the 
programme alone accounting for 10.5 billion roubles. 
Within the total, 25 billion roubles will be devoted to 
building about 200 new enterprises and reconstructing 
more than 500 existing ones; another 8 billion will be 
earmarked for the extension of the raw material and 
energy basis of the chemicals industry and for the creation 
of capacities for processing plastics; 1.5 billion roubles 
will be spent on expanding capacity for producing chemi- 
cals machinery, and another 3 billion for the construction 
of warehouses, the production of polyethylene packing 
material and the production of machines for spreading 
fertilizers. In addition, 4.5 billion roubles will be invested 
in the building industry in connexion with the chemicals 
programme. Out of the planned investments in the 
chemicals industry itself, over 11 billion roubles will go 
to capacity for chemicals used for consumer-goods pro- 
duction and, in addition, fertilizers will require 4.5 billion 
roubles. It is expected that the extended use of chemicals 
will effect a cost saving in the economy as a whole of 
32.7 billion roubles during 1964-1970 and that this, com- 
bined with the anticipated consequential increases in out- 
put in industry and agriculture, will be equivalent to an 
addition to the national income from the chemicals pro- 
gramme of 57 billion roubles. It is recognized that the 
fulfilment of the new programme will significantly affect 
the structure of investment during the period and that it 


will involve some strain on the national economic re- 
sources.128 


During 1963 a number of new measures were taken in 
the Soviet Union, designed to concentrate and accelerate 
building and investment activities, and a number of 
problems in this field were noted as requiring solution. 
Construction was made into a separate branch of the 
economy; and instructions were issued to hasten the en- 
largement and merger of small building and assembly 
enterprises so as to create specialized concerns able to 
carry out large projects with their own шеапз.1?7 How- 
ever, the construction sector itself seems to have been 
suffering from insufficient investments. About 40,000 of 
its lorries are over ten years old, and the average load 
capacity of the whole lorry park is only 3.89 tons as 
against a much larger optimum size for this kind of work; 
heavy-duty tip-up trucks, a necessary adjunct to the 
large-size excavators commonly used, are reported to be 
in short supply (a deficit of 1,700 in 1964) and production 
of such trucks has not risen during the past five уеагз.1?8 
The mechanization of assembly and installation work 
seems also to be lagging, and 50-60 per cent of this type 
of work is said to be done by hand owing to the scarcity 
or unsuitability of small mechanical equipment.1?° 


The all-Union Gosstroy was reorganized in 1963 and 
given new functions, including the elaboration, together 
with Gossplan, of a unified plan for material and techni- 
cal supplies to construction sites closely related to the 
plans for building and commissioning of new capa- 
cities. Under the auspices of the Gosstroy, three state 
committees were created dealing respectively with instal- 
lation and special building works, the building materials 
industry and town planning and architecture. Severe cuts 
were again made by the all-Union Gosstroy and its 
republican bodies in the lists of new projects submitted 
for 1963 and a review of projects under construction was 
also carried out. A new system was introduced for the 
approval of projects individually specified in the State 
Plan and whereas the list covered only 960 projects in 
the 1963 Plan, 5,800 projects were included in the 1964- 
1965 Plan. These cover all capacities scheduled for 
completion during the period in certain fields — mineral 
fertilizers, man-made fibres, synthetic rubber, tyres, sul- 
phuric acid, ferrous and non-ferrous metals, cellulose, oil 
refining, sugar production, vegetable oils — and also the 
major part of such capacities in other branches.**° 


According to new regulations, the completion and com- 
missioning of investment projects (rather than outlays) 
will become the main indicator of fulfilment of capital 


126 According to Mr. Khrushchev “ Now the task is to speed up 
investment in the chemicals industry and on this basis to accelerate 
the utilization of chemicals in the leading branches of the economy. 
Probably it will be necessary temporarily to slow down somewhat 
the rate of growth of certain other branches of industry on this 
account ” (Izvestia, 10 December 1962, р. 2). 

127 п the first half of 1963, 22 per cent of all building and assembly 
enterprises together performed an annual volume of work corres- 
ponding to less than 1 million roubles, and the majority of these did 
not fulfil their plans (Izvestia, 17 December 1963). 

128 Article by I. Ganichev, Deputy Chairman of Gosstroi, Stroi- 
telnaya Gazeta, 5 February 1964. 


129 Thid., 26 January 1964. 
130 J7yestia, 17 December 1963, р. 4. 
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investment plans for the ministries, departments and 
other organizations concerned; and it is hoped that this, 
and the other measures, will permit an increase in com- 
pletions by 13.6 per cent in 1964 and by 11 per cent in 
1965,*** and an absolute decrease in the stock of uncom- 
pleted investments by 1.5 billion roubles during these 
two years to a total equivalent to only 58 per cent of 
investment outlays in 1965. 


The changing capital-output ratios 


Not only are the planning authorities of the Soviet 
Union and other countries concerned with the problems 
raised by the dispersal of investment resources, but they 
are increasingly concerned also with the economic effi- 
ciency of completed investments, in the economy as a 
whole and in industry in particular. Whereas the gradual 
increase in the overall capital-output ratio in most 
countries of the region can be attributed to an increasing 
share of non-productive investments in the past few years, 
corresponding to social objectives,?*? it seems that there 
has also been a fall in the return to industrial investment 
as thus measured. Table 18 shows for four successive 
three-year periods the rates of increase of the gross value 
of fixed industrial assets and of industrial output in the 
five countries for which data are available, and indicates 
the direction of change of the average capital-output 
ratios within any period and of the marginal capital- 
output ratios from one period to another. 


The 1950-1953 period is still too strongly influenced by 
postwar reconstruction and industrial reorganization to be 
significant (except perhaps in Bulgaria). In the subsequent 
years, a fall in capital productivity (a rise in the average 
capital-output ratio) occurred up to 1956 in Bulgaria and 
Rumania, to be followed by improvements in each subse- 
quent three-year period. Thus, in the six years ending 
1962, Bulgaria managed to increase its global industrial 
output by 130 per cent with only an 85 per cent increase 
in the gross value of fixed assets and in Rumania the 
figures were 100 per cent (for net output) and 60 per cent, 
respectively. Nevertheless, a certain increase in the mar- 
ginal capital-output ratio can be observed in Bulgaria 
from 1956-1959 to 1959-1962, whereas in Rumania there 
has been a further decrease. 


In Czechoslovakia, on the other hand, a fall in the 
average capital-output ratio has been achieved in every 
three-year period shown, but the marginal capital-output 
ratio was rising in the later years, and must have risen 
sharply in 1963 when industrial output slackened. In the 
Soviet Union, capital productivity rose up to the end of 
the third period though less rapidly than in Czechoslo- 
vakia; but the average capital-output ratio increased from 
1959 to 1962. Hungary is in a special position with a 
tendency to falling productivity of industrial capital 
during the earlier years sharply reversed in the latest 
three-year period. 


131 Tn the chemicals industry these increases should be 48 per cent 
and 36 per cent respectively. All these figures apparently refer to 
centrally planned investment only. 


182 Such increases were implied in the current long-term plans (see 
the Survey for 1959, Chapter III). 
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TABLE 18 


Changes in fixed assets, output and “capital productivity ’’ in industry in five countries, 1950 to 1963 


(Index numbers) 


Fixed assets 
Output 
“ Capital productivity ” 


ИИ SILER 5 5 5 Gb oo 6 6 OS 


OQ SOy 40 Е BOs бое Ke. 


ое Tel Пе 


Fixed assets 
Output 
“ Capital productivity ” 


Czechoslovakia Fixedassets ..........- 


Fixed assets 
Output 
“ Capital productivity ” 


Зое === МОЕ 5 a 4 4b 6 6 6 0 


Fixed assets 
Output 
“ Capital productivity 


Rumania PixedsassetSs 42ers) nen 


” 


О о ОВО 


Fixed assets 
Output 
“ Capital productivity ” 


Soviet Union = Fixedassets .......... 


О НО ue, Aes О ВОО Key: 


1950 to 1953 to 1956 to 1959 to 1960 to 
1953 1956 1959 1962 1963 
163 147 136 136 ae 
161 136 162 142 143 

99 93 119 104 

116 118 122 124 < 
146 127 137 129 115 
126 108 112 104 

144 1206 1344 129 ae 
155 108 с 1294 136 129 
107 hp) © 964 105 

132 131 126 129 as 
172 130 142 152 146 ¢ 
130 99 113 118 

137 139 129 140 ae 
145 141 135 131 130 
106 101 105 94 


Sources: National statistics; Iparstatisztikai Zsebkényv, 1962; Ipari és 
Epitéipari Statisztikai Evkényy, 1963; “Some Factors in Economic Growth in 
Europe during the 1950s ”, Survey for 1961, Part 2, Chapter VI. 


Nore. — Fixed assets at original book (gross) value. Net industrial output 
in Hungary and Rumania, global output elsewhere. “ Capital productivity ” is 
an index number obtained by dividing the index number of output by that for 
fixed assets. If this index is above 100, the average capital-output ratio decreased 
during the three-year period, and vice versa. An increase of the index from one 


The detailed interpretation of these figures would re- 
quire a far more comprehensive analysis than can be 
undertaken here. Certainly the exceptionally good per- 
formance in Bulgaria and Rumania can be partly ex- 
plained by the continuing rapid intake of industrial labour 
and the effects of investments carried out in the earlier 
periods.*** However, these factors have also been operat- 
ing to some extent in the Soviet Union. A tightening 
labour supply has been one factor tending to slow down 
the rise of capital productivity in Czechoslovakia; but the 


133 Better raw materials supplies in the food industry and, раг- 
ticularly in Bulgaria, the inclusion of farm processing activities in 
industrial statistics after the collectivization of agriculture have also 
contribuied to the rapid rise of the index number of industrial 
output. 


period to the next in every case indicates a lowering of the marginal capital-output 
ratio and vice versa. 


@ State and co-operative industry. 

> State industry. 

с 1953 to 1955. 

4 1955 to 1959. 

е The link between 1962 and 1963 is based on the change in global output. 


rising marginal! capital-output ratio in recent years has 
also reflected the problems of Czechoslovak industry re- 
ferred to in section 2. In Hungary, conversely, the more 
favourable recent trend probably reflects, inter alia, the 
maturing of earlier investments, improvements in the 
foreign trade pattern and more efficient techniques of 
industrial planning and management.** Finally, it must 
be remembered that the figures in Table 18 give no 
indication of the relative productivity of capital in the 
various countries at a given time: they permit only 
inter-country comparisons of the direction of the change 
over time. 


*%4 See also Some Factors in Economic Growth in Europe during 
the 1950s, Survey for 1961, Part 2, Chapter VI. 


5. CONSUMERS’ INCOMES AND SUPPLIES 


Average real personal incomes rose little in most 
countries of the region in 1963. The increase seems gener- 
ally to have been of the order of 1-2 per cent and only in 
Hungary and, almost certainly, Rumania were higher 
rates recorded —of some 5-6 per cent in the former 
country. As in past years, increases in wages and farm 
incomes have been supplemented by the expansion of 
social security benefits and of state-provided services, 
particularly in the fields of health and education. 
Considerable progress, compared with the 1950s, has 


been registered in the rate of housing construction 
under the current long-term plans; but the impetus 
given by the expansion of housing programmes in the 
early years of the plan periods seems now to have 
spent itself, and completions in 1963 were rather below 
the previous achievements and certainly below the plan 
targets. This applies particularly to the private sector, the 
decline of which has been only partly offset by the in- 
creasing role played by co-operative building. Housing 
policies have been under review, and at least one country 


— Czechoslovakia —seems to have embarked (at the 
beginning of 1964) on a new course involving a raising of 
rents to more economic levels and encouragement of 
private as well as co-operative house-ownership. 


For several years past, consumers’ incomes and per 
capita personal consumption have been rising more 
slowly than originally planned, and it now seems doubtful 
whether any of the original 1965 targets for living stand- 
ards can be met— except probably in Rumania and 
perhaps in Hungary — despite the contributions made by 
the continuous growth of the “social content” of con- 
sumers’ real incomes and the improvements in housing 
standards already mentioned.1*° 


The failure to raise per capita personal incomes as 
rapidly as originally planned reflects in part the above- 
plan increases registered in non-agricultural employment. 
Given these increases in employment, average real income 
per person employed would not have risen as fast as 
planned even had there been no shortfall on the planned 
increase of total resources available for consumption; and, 
in fact, income per family has probably risen somewhat 
faster than income per person employed in most countries 
as a consequence of increased employment opportunities. 
Nevertheless, in most countries the rise of the volume of 
aggregate real personal income and/or consumption has 
also lagged behind the planned rates; and the reasons are 
not far to seek. 


First, as indicated in section 3, progress in agriculture 
in recent years has everywhere been slower than had been 
hoped; and 1962 and/or 1963 showed particularly poor 
results in every country. Secondly, it has proved increas- 
ingly difficult in most countries to adjust the pattern of 
increase of supplies of consumers’ manufactures to that of 
demand. In principle, the impact of these two factors on 
living standards might have been largely offset by adjust- 
ing the planned patterns of foreign trade and of domestic 
resource allocation so as to moderate the growth of 
investment and raise the planned level of imports of 
foodstuffs and other consumers’ goods; a higher priority 
for expansion of consumers’ services might also have 
helped to offset the slower rise of material output for 
consumption. But such modifications of other elements 
in the national plans have so far been made only to a 
limited extent though, as indicated below, a higher 
priority for consumption growth is now being established 
in some countries’ plans for 1964 and subsequent years.*** 


In 1963, the consumer-goods markets presented the 
familiar picture of overall increases in supplies combined 
with relative scarcities of some products and surpluses of 
others. Crops of fruit and vegetables were generally 


135 Seyeral of the original national long-term plans, for varying 
periods ending in 1965, have now been superseded in fact, if not 
always in form. In Czechoslovakia and eastern Germany they have 
been formally abandoned. 

136 The related problems of imbalance in the consumer-goods 
market were briefly discussed in the Bulletin, Vol. 15, No. 1, sec- 
tion 8. As was indicated there, modification of policies on real 
income distribution could also have made it somewhat easier to 
raise average consumption levels in some countries — by combining 
selective increases in incomes with flexible pricing policies for con- 
sumers’ goods and services. In some countries such measures have 
been taken to a limited extent. 
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excellent and supplies improved greatly, partly reflecting 
improvements in the efficiency of the distribution system. 
Supplies of sugar were also plentiful everywhere, but 
those of meat and some dairy products were often erratic, 
and intermittent shortages appeared. Sales of consumers’ 
durable goods continued on the whole to grow rapidly, 
but signs of saturation of markets for some articles (dura- 
bles and others) — apparent for some time past — have 
multiplied, and further accumulation of excessive stocks 
was widely reported. Discussion continues on the means 
of improving the adaptability of supply to changing con- 
ditions of demand and steps to bring this about have been 
taken in several countries; but the problem is nowhere 
solved. 

The rise of personal savings, as roughly indicated by 
savings deposits, continued in 1963 at an extremely rapid 
rate in Hungary, Poland and Rumania, and more slowly 
elsewhere. As was indicated in the last issue of the 
Bulletin,’*" interpretation of such data is difficult; but the 
considerable volume of such savings helps to maintain a 
strong demand for “preferred” goods irrespective of 
current policies on personal incomes. 


Savings deposits 
(Billions of national currencies ) 


Value, Value of retail 


Increase during year 


Country nd- trade turnover, 
1961 1962 1963 1963 
Czechoslovakia .. 2.9 27 DDN IS) 103.8 
Eastern Germany . 2.6 1.3 2.5 23:5 47.4 
о в ПИ 2.4 3.4 1222 78.6 
Poland re oe 2.9 6.3 8.8 34.2 292 * 
Soviet Union ... 0.8 1.0 15 14.0 91.6 


Sources ; National statistics; budget statements; plan-fulfilment reports. 


Norte. — A rise of 44.7 per cent in savings deposits in 1963 was reported in 
Rumania. 


Incomes in the Soviet Union 


The increase between 1962 and 1963 in the per capita 
real income of the Soviet working population — a concept 
which includes various social benefits as well as the 
material cost of state-provided health and education ser- 
vices — can be estimated at some 1-2 per cent; 138 and the 
increase in per capita personal and collective consump- 
tion combined was probably of similar magnitude. No 
official data are yet available on the separate changes in 
the real wages of workers and employees, and the real 
incomes of peasants. 


The total money income of the collective farms is 
stated to have risen by 6 per cent. This increase was due 
partly to a mark-up of some state delivery prices (sugar- 
beet, cotton, potatoes) during 1963, partly to the impact 
over the full year of the price increases for meat and 
some dairy products in mid-1962 and partly to increased 
sales of some products, particularly meat, offsetting in 
whole or in part the reduction in deliveries of crop 


28 Tioew cit. 


188 No figure for 1963 is given in the plan-fulfilment report which 
states that per capita real incomes went up by 20 per cent during the 
five years 1958 to 1963; it had previously been stated (Narodnoe 
khozyaistvo SSSR ъ 1962 godu, р. 487) that such incomes increased 
by 18 per cent during the first four years of the Seven-year Plan. 
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TABLE 19 


Average nominal and real wages, 1961 to 1964 Plan 


Percentage increase over preceding year 
ee ae 


Nominal wages Cost of living Real wages 
964 
Pua 1961 1962 — 1963 191 — 1962 — 1963 И а 10) Mpa. 
Bulgaria 5.0 2.4 3.44 — 4 3%*d 5 =i 0-1 * 7¢ 54 
Czechoslovakia 2.4 0.6 — —0.7 1.3 3.1 —0.7.. 7 1.3 
Eastern Germany °. 3.9 0.9 es 0.3 0.7 ne 3.6 0.2 — aa Fa 
Hungary Ц. 2.0 4 1.0 0.5 —1.5 0.2 1:5 525 5.66 Зе 
Poland . - 4.4 3.6 4.6 17 82 3 Deh 0.3 я 
аа 6 ый 2 1 a 3 5 4.6 a 
Soviet Unione. ..... 1 49 —1*% 2h — 2 1-2 *а 4‹ 


Sources : Statistical yearbooks; plans and. plan-fulfilment reports; Rudé 


Ргауо, 26 January 1964; Rabotnichesko delo, 12 December 1963. 
@ Average wages in industry. 


» Derived from index numbers of value and volume of retail trade turnover during 
the first nine months of the year. 


С Average real incomes of workers and employees, inclusive of social benefits 
and the material cost of services provided by the state. 


4 Per capita real incomes of total population. 


products.1*® However, it is not known how far this in- 
crease in collective farm incomes was reflected in personal 
money income distributed to farm members. It seems 
unlikely that their incomes in kind can have risen in the 
face of declining farm output, and they may well have 
fallen. On the other hand, it seems probable — in view of 
the supply situation—that prices on collective farm 
markets continued to rise (they increased by 7 per cent 
in 1961 and by 9 per cent in 1962). Thus the effects on 
farmers’ current real incomes of the fall in output may 
have been largely — or even more than — offset by rela- 
tive price changes in their favour and by the running 
down of capital in the form of livestock. 


State expenditure on social welfare increased in 1963 
by more than 8 per cent —reflecting both additional 
employment in the health and education services (a rise 
of nearly 5 per cent compared with a 3.2 per cent increase 
in total employment of wage-earners), and also an in- 
creased number of old-age pensioners.?*° 


It is now clear that the Seven-year Plan targets for 
improvements in real incomes over the economy as a 
whole will be missed by a wide margin. During the first 
five years of the plan period, average real incomes of 
workers and employees rose by about 12-13 per cent and 
those of peasants by about 15-16 per cent; and these 
figures represent an annual rate of increase of about 2.4 
per cent and 2.9 per cent, respectively, against 4.9 per 


139 Increased slaughtering and marketing of meat is fully re- 
flected in income trends as the offsetting declines in livestock num- 
bers — representing a realization of capital — do not enter into the 
calculation of current incomes. 


4° Numbers of old-age pensioners have recently been expanding 
fast (by about 70 per cent between 1958 and 1963) partly on account 
of demographic factors (“ ageing of population ”) and partly as a 
result of an increase in the coverage of the state pensions scheme 
following the conversion of collective into state farms. Moreover, 
the richer collective farms have started social security schemes of 
their own and it is planned to make this a nationwide practice 
(Pravda, 15 February 1964). 


е Workers and employees in the socialist sector of material production. 
f Real incomes per worker increased by 7 per cent. 


9 Average nominal wages of workers and employees (without the social wage 
content) increased by 3.4 per cent. 


h Index of retail prices in state shops; prices of agricultural products sold оп 
farm markets in urban areas increased by 7 per cent in 1961 and by 9 per cent 
in 1962. 


$ Increase in average wage-fund over the two years 1964-1965. 


cent planned for each category (data for the last three 
years are shown in Tables 19 and 20). However, the 
average per capita income of the two groups combined 
rose faster, by 20 per cent over the five years 1958-1963 
(a cumulative annual rate of 3.7 per cent), this apparent 
inconsistency reflecting a significant change during the 
period in the structure of the working population; the 
share in the total of the relatively lowly-remunerated 
collective farmers has fallen, largely as a consequence of 
the conversion of many collective farms into state farms, 


TABLE 20 


Peasants’ per capita real incomes and consumption 
in three countries, 1961 to 1964 Plan 


Percentage increase over preceding year 


1961 1962 1963 
Hungary 
Real incomes . 4.3 В Cans 
Real consumption . —1.2 4.9 
Poland 
RealeincOmes se eee 11 —174 
Consumption and non-produc- 
tivexdinvestments men eee 5 —2 
Productiveinvestment ... . 15 —6 
Soviet Union 
INCA TINE Gow se ew oe 5 5 2% 


Sources; National statistics, plans and plan-fulfilment reports; Népszava 
15 February 1964; A nemzeti jévedelem és а lakossag eletkériilményei, 1962, p. 48. 


Nore. — For Hungary and the Soviet Union, incomes include social benefits 
and services. Polish figures exclude peasant incomes from non-agricultural pursuits. 
Hungarian plan for real consumption in 1963 was a rise of 2.7 per cent; plan for 
real incomes in 1964 is a rise of ca. 3 per cent. } 


¢ А part of this decline was due to the fall in stocks of grain and potatoes and in 
the rate of growth of livestock numbers, none of which is taken into account 
in the sub-items, The Hungarian and Soviet index numbers of real income seem 


to treat changes in livestock numbers as a realization of capital not deductible 
from current income. 
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in which incomes per worker are substantially higher." 
This change may have tended to depress somewhat — 
statistically — the expansion of average per capita wages 
of workers and employees; and the dissolution of the 
MTS in 1958-1959 and the transfer of their relatively 
highly-paid personnel into collective farms might have 
had a similar effect. Conversely, the structural changes 
gave a somewhat upward emphasis to the trend of aver- 
age personal income in collective farms, particularly since 
the conversions of collective into state farms affected 
mainly the relatively poor farms. 


Among wage-earners, the lower income groups have 
benefited more than others from the improvements 
introduced since 1958, and to this extent the intentions 
of the plan have been carried out.1** The statutory mini- 
mum wage has already been raised from 27-35 roubles 
per month in 1958 to 35-40 roubles, and a further in- 
crease (to 40-45 roubles) is envisaged during the next two 
years (the figure initially planned was 50-60 roubles). 
Exemptions from income-tax introduced in 1960 and 
1961 affected fully incomes up to 60 roubles per month, 
and partly those in the 61-70 roubles bracket; but the 
planned total abolition of the personal income-tax has 
not yet materialized. The tendency for the social welfare 
fund to increase faster than personal money incomes has 
also contributed to the narrowing of the spread of real 
incomes. 


By far the most important factor responsible for the 
non-fulfilment of plans for improving living standards has 
been the very slow rise in agricultural output during the 
first four years of the Seven-year Plan, followed by a 
decline in 1963 when it fell to a level probably no higher 
than that of 1958 —the base year for calculations of the 
Seven-year Plan targets; this performance contrasts with 
the aim of a 70 per cent increase in global agricultural 
output over the seven years, or the equivalent of an 
annual rate of growth of nearly 9 per cent. The impact 


141 The following figures indicate the order of magnitude of the 
relevant changes in employment structure and relative incomes 
during the first four years of the Seven-year Plan: over these years 
the average per capita real income of the population was reported 
to have increased by 18 per cent, that of wage-earners by 11 per cent 
and that of collective farmers by 14 per cent. 


1958 1962 


cad ay oe Percent- 
thetica Empl t eth ave 
ори average —— ae Mpa average Е 
Million Рег- monthly Million Per- monthly jy income 
persons centage income persons centage income 
Roubles Roubles 
Wage-earners. 54.6 69 80 68.3 a 89 11 
Collective 
farmers .. 24.9 31 40 20.0 23 46 14 
otalenen 09.0) 100 67.6 88.3 100 79.1 17 


The example is of interest in that it shows the gap in average 
incomes of the two groups, “ necessary” to produce a combined 
increase in incomes of about 18 per cent. That the assumed relation- 
ship of the average incomes of the two groups is not unrealistic is 
shown by a Polish calculation which indicated that in 1960 average 
(per worker) incomes in agriculture amounted to 53 per cent of 
those outside agriculture (see Ekonomista, No. 6, 1963, p. 1238). 


142 According to the Seven-year Plan, per capita nominal wages of 
the lower-paid workers (with monthly wages below 60 roubles per 
month) were to increase by 45-60 per cent, compared with the over- 
all average increase of 26 per cent (see the SURVEY for 1961, Part 1, 
Chapter П, р. 25). Neither rate of increase has been achieved but 
relative changes have been in line with the plan. 


of this failure on trends in real personal income has been 
heavy, since expenditure on food still accounts for more 
than half of total household expenditure on purchases of 
commodities (see below). It could have been somewhat 
modified by adjustments in investment targets and in the 
pattern of external trade and a reallocation of resources 
towards consumption. But in fact productive investment 
has not been allowed to drop below the planned rate; 
and the combined share of capital formation and defence 
expenditure in national income must have risen signifi- 
cantly above that planned.**? As was shown in section 2, 
industrial output of consumers’ goods (Group B) has 
barely reached the planned rates of growth within a 
significant above-plan increase of global industrial output 
from 1958 to 1963. The report on the fulfilment of the 
1963 plan mentions that for a number of consumers’ 
goods, such as cotton, woollen and linen fabrics, leather 
footwear and television sets, output has kept ahead of 
the plan schedule during the years 1959 to 1963. On the 
other hand, output of silk fabrics, refrigerators, sewing 
machines and watches seems to be falling short of the 
original targets, rates of increase in some cases probably 
reflecting changes of plan following a stabilization of 
consumers’ demand. Production figures tend, moreover, 
somewhat to overstate the real improvement in supplies 
to consumers, since for a number of commodities a 
widening gap has appeared between the rise of output 
and of sales, and excessive stocks have accumulated in 
the trade network. In fact, the saturation—or near 
saturation — of the market for some durable goods (at 
least at current prices and qualities) and the diminishing 
utility of some others, such as textiles and shoes, has 
reduced the ease with which increases in consumers’ 
incomes can be matched by expanding supplies of con- 
sumers’ goods (see below). 


Finally, the under-fulfilment of plan targets for per 
capita personal income can partly be attributed to the 
above-plan expansion of non-agricultural employment. 
The urban population has been increasing considerably 
faster than earlier envisaged: at the beginning of 1962 
it was 9 million persons greater than expected at the 
time of the preparation of the Seven-year Plan, and the 
new estimate for 1965 is 15 millions above the original 
figure.1** The unplanned reduction of the part of the 
population relying on a semi-subsistence type of economy 
must have aggravated the general problems of food 
supply, and those of supplies to urban areas in partic- 
ular. Employment outside collective farms exceeded the 
1965 Plan figure by 4 million persons already in 1963, 
and the revised 1965 estimate of 76.1 million persons in 
such employment exceeds the original target by nearly 
10 million (or by about 15 per сеп®.1“° Given the supply 


143 “ During the last few years a greater part of national income 
was spent on the enlarging of socialist production and on the 
strengthening of the defence of the country than was foreseen by the 
Seven-year Plan” (Narodnoe khozyaistvo SSSR v 1962 godu, 
p. 486). 

144 Р/апоуое khozyaistvo, No. 7, 1962 (editorial). See also the 
Economic Bulletin for Europe, Vol. 14, No. 2, p. 29. 

145 A part of this excess is, however, “ statistical”, in that since 
1960 the figures for “ employment in the national economy ” have 
included 1.4 million members of industrial co-operatives dissolved 
in that year. 
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situation for consumers’ goods described in the preceding 
paragraphs, an over-expansion of employment on this 
scale could not have been accommodated without serious 
market strains had the original plans for increases in 
money incomes per worker been carried out. 


It is apparently expected that the original target for 
the total nominal wage-fund in 1965 will be reached. 
This does not mean that the planned total real wage-bill 
will be attained; 14° but it nevertheless seems that the 
population will derive some benefit from the above-plan 
increase in the average number of wage-earners in the 
family, to compensate in part for the below-plan rise in 
the average wage.**” 

Another factor contributing to an improvement in 
living standards, but not fully reflected in trends of in- 
comes, must not be overlooked. Once a level of income 
has been reached at which a continuing accumulation of 
household stocks of clothing and durable goods is pos- 
sible for a time even without additional income incre- 
ments, average living standards may continue to improve 
even if per capita incomes are temporarily stabilized. 
Such a process of “investment”? in household goods 
has been developing during the last few years in the 
Soviet Union and in the eastern European countries. 
Thus, at the beginning of 1963 about 56 per cent of 
Soviet families owned a radio set, 45 per cent had a 
sewing machine, two-thirds of the population above the 
age of 13 had watches, etc. (see Tables 23 and 24 below). 


A distinct shift of priorities is apparent in the two- 
year plan for 1964-1965, and in the Five-year Plan 
under preparation for the period 1966 to 1970, giving 
the most prominent place to the development of agri- 
culture and of the chemicals industry. These new poli- 
cies, described in other sections of this chapter, are 
explicitly designed to accelerate the rise of consumption 
and living standards. Expansion of chemicals output, in 
particular, is to serve the dual purpose of providing 
larger supplies of fertilizers and other chemical products 
to agriculture (in order to ensure an improvement of 
food supplies) and of rapidly expanding production of 
such materials as plastics and artificial fibres, needed to 
support the expansion of the consumer-goods industries. 


However, it seems to have been recognized that the 
full results of the new patterns of investment and output 
will take some time to materialize, and the 1964-1965 
targets for the expansion of personal incomes are rather 
modest. In addition to the increase in the statutory 
minimum wage mentioned above, the salaries of teachers 
and doctors and of some other employees in the non- 
productive sphere will be raised; and the total wage-bill 
is planned to increase by 12 per cent over the two years. 


146 The Seven-year Plan foresaw a fall of about 7 per cent in the 
cost of living: average nominal wages were to increase by 26 per cent 
and real wages by 35 per cent (Ekonomia i Finansy Sotsialisticheskikh 
Predpriatyi, Moscow, 1962, p. 96). In 1963, the index of prices in 
the state retail trade network was slightly above the 1958 level, and 
prices on collective farm markets (responsible for about 7 per cent 
of all sales of food) were more than 20 per cent higher. 


147 То the extent that employment increases faster than popu- 
lation, income per worker increases more slowly than per capita 
income, so that the former concept tends to understate somewhat 
the improvement in the living standards of the population. 


As the number of wage-earners is expected to rise by 
7.8 per cent, the implied planned increase in the average 
nominal wage is 4 per cent. But per capita real income 
is certainly planned to rise rather more, as the social 
fund’ is planned to increase by 14 per cent, partly 
reflecting higher minima for disability pensions. Моге- 


TABLE 21 


Volume or (in italics) value of retail trade turnover 
including public catering, 1961 to 1965 Plan 


Percentage increase over preceding year 


Long- 
1961 1962 Pien Actual Plan fet, 
Albania ; 
он са 5.0 5 8 6.7 ree 6.7 
Bulgaria 
Lotal’sdles +. > 9 5 9.9 9.4 7 Ta 
of which: 
Catering .. о. ~ 10 7 
Czechoslovakia 
Total sales®. .. . 4.5 Per Ps 2 2.8 
ВОО ia 5-7 4:0 с- 1.8 3.9 
of which: 
Gatering. о. 7.3 Ti в 2) 
Non-food... 2.9 0.5 DED eS 
Eastern Germany 
otal бас. 5.8 —0.7 2 0.3 4.5 7.6 
ее ро ва ee, бы У] 3 
Non-food. ... 6.7 —3.4 —I11 6.1 
Hungary 
‘Total базе. 2.0 AS 45: 8.1 5) 4.2 
Боос и. ee 6.7% 4.2 6.7 
of which: 
Catering о > 3.0 2.9 33 Ne 5. 5.4 
Non-food. . . . | —0.9 DA ER MI 
Poland 
Total sales .... 8 5 3.6 4.7.2457 Til 
‘hood босс if 2 de ла р 5.6 
of which: 
Catering? . . . al 4 6 8.5 2 8.6 
Non-food® .. . 11 7 к a к 8.3 
Rumania 2 
Motalisaleswaew ae 16 13 9 8 10 12.2 
Food Ба 15 14 ne 10 
Public catering . 18 18 ne 10 
INon-food eee 16 13 a 5 
Soviet Union 5 
Тоба зае 4 6 6.9 5 5.8 ИЕ 
ЕО SSS : 5 6 
of which 
Catering.) =. 6 4 
Non-food. ... 2 6 


Sources: National statistics, plans and plan-fulfilment reports: iP} 

17 December 1963; Sovetskaya torgovlya, Мо. 1, 1964. ciara 

@ Compound annual rates of growth under long-term plans. For eastern German 
and the Soviet Union, 1959 to 1965; for Rumania, 1960 to 1965; and for РР 
countries, 1961 to 1965. 


о Socialist sector. 
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over, from 1 April 1964, employed old-age pensioners 


will be permitted to draw their pensions in whole or in 
part 


Consumers’ supplies in the Soviet Union 


The volume of state and co-operative retail trade 
turnover in the Soviet Union increased between 1962 and 
1963 by 5 per cent—a rate considerably below that 
planned (see Table 21). The repercussions of low farm 
output on the level of food supplies were seen in a small 
expansion of sales of cereals products, milk and butter; 
but increased slaughterings resulted in a sharp increase 
in sales of meat. Supplies of fruit improved substantially 
(see Table 22). As consumption of sugar and sugar 
products also rose, it seems that the under-fulfilment of 
the overall plan for retail sales was mainly due to 
shortfalls on manufactured goods. Sales of some of 
them (woollen and cotton textiles, sewing machines and 
watches) indeed declined quite sharply, and of others 
(silk fabrics, ready-made clothing, leather shoes, china, 


148 Pravda, 6 March 1964. The intention is apparently to create an 
incentive for pensioners to remain in employment. The amount of 
pension retained will vary with sector of activity, location and type 
of work. 


motor-cycles) hardly changed from the 1962 level. The 
rise in sales of other durable goods shown in the table 
continued, though at reduced rates. 


Although, as indicated above, per capita consumption 
must have increased somewhat faster than real wages 
per worker in 1963, it certainly increased more slowly 
than retail sales, and this for two main reasons (addi- 
tional to the increase of population). First, the continuing 
process of urbanization tends to raise the share of total 
food consumption passing through the retail network 
and, secondly, the increasing practice of replacing pay- 
ments in kind to farmers for their work on collective 
farms by money payments (the share of the latter in 
total payments increased from 30 per cent to 70 per cent 
between 1952 and 1962) 14° leads to increased purchases 
of food by peasants. 


These two tendencies have also contributed to the rise 
in the share of food in total retail sales from 54.6 per 
cent in 1958 to 56.2 per cent in 1962; and it probably 
increased further in 1963. But this unexpected trend in 
the commodity composition of trade has also been 
brought about by a slackening expansion of demand, or 
by actual falls in demand, for some manufactured goods. 


149 Sovetskaya torgovlya, No. 9, 1963, р. 7. 


TABLE 22 


Retail sales of some products in 1963 


Percentage increase over preceding year 


Product Albania Bulgaria aie eee Hungary Poland Rumania ove 

IIE: Se вая —0.5 | —0.44 
. —1.5 —6 10 
Meatiproducts sac ое 10.0 ao 2 =: 
ое еб р GE at ie ae 7.0 9.7 3.8 2 10.5 4 8.9 8 10 
Butters ee Se ae See ЕЕ А. бат 45 as 6.2 3 9.94 0.5 Wf и 
(TDS 9 О и Е 4.0 13.9 1.8 4 8.34 5.3 9 3 
Cheesee eee hs) ee С И. т, 13.0 1.8 —9.5 18.8 а oe Bs 14 
ОЗ И Ee en ево ВЕ he —9.0 9.7 6 —6.1% 1:7 6 4 
ЕЯ о о к ос ый —2.5 18.7 26 
За СО ьесь ово ВВ 24.05 12.1 14.6 its ts 10 3 
Мое АБ еее a 0.4 —4.9 а 6.3 —10 
бое i eae couse, oo = vs 33 7.1 —10.6 < 48%  —7.1 —6 
а Се совы 11.6 16% —7.8 , р Е: 
Ready-made clothing ......... a 12.6 —2.8 ся —7.8 — 
Роса ое. 23.0 3.9 0.9 3.6аа 484 74а 24а 
Усе и le Soke —7.7 4% 8.74 29 10 
Motor-cycles and scooters. ...... st 44 —4.7 ee р 
СЗ оо Я оз . обо 37.4 ae a 33 —7.4 
ета О ее: 108.6 14.1 ый 85 ne 44 г. 
i i 8. — 
Сар 3 № о ао о в бб о С en 
Wacitin Cleaners) с dens see) ete 11.54 ae 91 a ; 
WV CHCS SEE Пен © г. A re я 3 
Мост ЗЕ ост е y — 
ВАО ла aches) Ба ое ee 4.5 3.9 2 17.3 а 6.3 14 4 
К о а i) ce) oe 2 Ae 73.5 14.9 no 21 4.7 71 13 
ОГО gosh Ql OCPD OMe зе ae 13.7 7.0 wn м 8.27 11 13 
ро —_—8—6—Шб&6&6&6&6б6б&б6б6б8— 


Sources : Plan-fulfiment reports. 
@ First three quarters only. 
5 Including potatoes. 
с Of which woollen fabrics: —5.9. 


@ Leather footwear only. 
е Excluding children’s bicycles. 
Л At current prices. 
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For a few goods (such as sewing machines, sales of 
which declined by about 30 per cent between 1960 and 
1963) the market is probably saturated, but in most cases 
slackening sales reflect the apparent inability of the 
industry concerned to adapt the quality and assortment 
of its products quickly enough to the changing pattern of 
consumers’ tastes and ргеЁегепсез.15° The textiles and 
clothing industries provide an example. Sales of fabrics 
in 1963 were about 17 per cent lower than in 1960. From 
1960 to 1962 this decline was largely offset by the in- 
creased popularity of ready-made clothing, sales of 
which increased by 12 per cent; 151 but in 1963 sales of 
ready-made clothing also fell slightly, indicating that in 
this field also supplies are no longer satisfying consu- 
mers’ requirements. At the beginning of 1964 the value 
of above-plan stocks of ready-made clothing in retail 
shops was estimated at about 500 million roubles; 12 
over the first five years of the Seven-year Plan stocks of 
textiles, clothing and shoes had more than doubled, 
whereas sales of such goods had increased by less than 
25 per cent. 


The plans for 1964 and 1965 foresee increases in 
Soviet retail trade turnover of 5.8 per cent and 5.9 per 
cent, respectively; and one of the principal tasks set for 
the trade and planning organizations is to stop the 
process of excessive stock accumulation, so that one-fifth 
of the 5 billion roubles planned increment in the value of 
retail sales in 1964 should represent sales of surplus 
trade stocks.1°* It is now recognized that measures 
available to the trading organizations to eliminate the 
major shortcomings in this respect should include the 
introduction of a more elastic retail price policy (giving 
larger scope both for sales at reduced prices and for the 
charging of higher than normal prices for novelties and 
fashionable goods), better advertising, exchanges of 
stock among trade organizations, more trade fairs and 
exhibitions, and enlarged consumer-credit facilities.1%4 
However, more far-reaching reforms are also recognized 
as desirable, which would necessitate better co-ordination 
of relations between trade and industry and, ultimately, 
radical changes in the system of “success indicators ” 
and incentives for the industrial enterprise.**® 


150 See the Survey for 1962, Part 1, Chapter I, sections 3 and 4. 


161 According to В. Lokshin, op. cit., per capita consumption of 
textile fabrics, including those used as material for ready-made 
clothing, rose during the first four years of the Seven-year Plan by 
9 per cent. 


153 1, Khrekin, member of the State Committee on Trade, in 
Sovetskaya torgovlya, No. 1, 1964, p. 9. According to the same 
source, sales of cotton and woollen textiles and headwear in the con- 
sumers’ co-operative network declined between the first half of 1962 
and the first half of 1963 by 4-5 per cent, while stocks of these goods 
increased by 8-10 per cent. 


153 А. Struyek, Chairman of the State Committee on Trade, 
Sovetskaya torgovlya, No. 1, 1964, p. 3. 


154 Tn 1962, the value of goods sold on credit exceeded 1.5 billion 
roubles, of which nearly 0.9 billion roubles represented clothing (the 
latter figure is 214 times the equivalent for 1960). This expansion of 
credit facilities has also contributed somewhat to raising the rate of 
growth of retail trade in relation to that of personal income. 


155 Among the new ideas advanced in 1963 is the suggestion that 
the criteria of success of an enterprise ought to include the accuracy 
with which the enterprise meets orders from the trading organiza- 
tions, and the final fate of the product. “ The client ought to be the 
final judge of success of an enterprise producing consumers’ goods. 


It is apparently anticipated that the share of food in 
total sales will not be reduced “ because of the expected 
structure of supplies as determined by output capacities, 
the increase in the share of rural population acquiring 
food through the retail trade network, and the growth 
of the proportion of animal products in total sales”. 
Qualitative changes are, however, foreseen within each 
large category of supplies. Within the foodstuffs group, 
sales of flour and bread will grow slowly, whereas sales 
of animal products (though presumably not of meat), 
vegetables and fruit are expected to expand rapidly. 
Among manufactures, supplies of refrigerators and of 
washing machines should increase particularly fast, and 
the 1965 output plans exceed the original targets of the 
Seven-year Plan: 


Output in thousands 
1965 


1965 


1963 New targets ie boat 
О eee ео 914 1 777 1450 
Washing machines... . 2 248 3 300 2 570 


Source : Sovetskaya torgovlya, No. 1, 1964, р. 7. 


Targets for sales of textiles have not been published, but 
an increased contribution is expected from the output 
of fabrics made from synthetic fibres. 


Incomes in eastern Europe 


Among the eastern European countries, only Hungary 
and Rumania (and perhaps Albania, for which no indi- 
cators are available) registered significant gains in per 
capita personal consumption in 1963. But, as in previous 
years, increases in social expenditures everywhere sup- 
plemented the increments of personal шсоше.157 


In Rumania, average real wages rose by 4.6 per cent 
and, as employment outside agriculture increased also by 


He is better placed to assess the quality of the product and the taste 
of its producers than all the employees of the Department of Quality 
Control (however useful they are): after all it is he who will be using 
oe eae article” (V. Mochalov, Kommunist, No. 12, 1963, 
p. 74). 

156 |, Khrekin, Joc. cit. Planned increases in retail sales of some 
commodities in 1964 and 1965 are as follows: 


Percentage increase 
1963 to 1964 1964t0 1965 1963 to 1965 
Meat and meat products 


Milk and milk products ..... re 22 
Cis о око om Dec < rs 19 
Fish (including tinned fish) as 30 
Potatoes and vegetables ..... 22 
О Ис ото РР 27 SS a 
Управ ео 8 10 19 
В оо а а ae we 19 
Ready-made clothing. ...... 6 a nd 
Куба, see ee a sx 25 
Hosiery с ом as 3 25 
Refrigerators о оооваово 32 47 94 
Washing machines® ....... 23 20 47 
Vacuumicleaners'® 5. 3 3 oe 16 13 30 
Furniture pasos ci но о Oe <a 17 


Source : Sovetskaya torgovlya, No. 1, 1964, рр. 6-9. 
@ Production. 


157 In the following paragraphs changes in personal income are 


sometimes discussed in conjunction with data on social expenditures 
and also with data on changes in personal consumption and social 
consumption asjshown in the national accounts. It must be borne 
in mind that the latter aggregates cover only the material content of 
the two categories of consumption. 
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a similar margin, the total real wage-bill expanded by 
more than 10 per cent. During the last four years (the 
first four years of the current Six-year Plan) this aggregate 
has risen by as much as 63 per cent, testifying to consid- 
erable progress in raising the living standards of the 
Rumanian population and in catching up with the eco- 
nomically more developed countries of the area. The rise 
of real incomes has been fairly consistently supported by 
the expansion of supplies of consumers’ goods, even 
though the 1962 setback in agriculture followed by 
mediocre results in 1963 caused a slackening in the rate 
of growth of retail trade. Only indirect evidence is avail- 
able on changes in farm incomes in Rumania in 1963. 
In the first half of the year there was probably no im- 
provement over the 1962 level—to judge from the 
unchanged level of retail sales of non-food goods in rural 
areas. Following the farm price increases and a good 
harvest, however, sales rose by 10 per cent, over the 
corresponding 1962 level in the second half of the year. 
It would thus seem that peasants’ incomes rose, though 
probably less than those of wage-earners. 


After three years of very slow improvement in per- 
sonal incomes in Hungary, both total personal consump- 
tion and collective consumption rose by 5-6 per cent in 
1963 (see Table 1). Average real wages increased by 
about 5 per cent as a result of a 4 per cent growth 
of nominal wages (partly due to an increased incidence 
of overtime work) accompanied by a fall in the cost- 
of-living index largely due to reduced prices of fruit, 
vegetables and some durable goods.*** The per capita 
real income of the wage-earning population (including 
dependants) increased still faster, by about 7 per cent, as 
employment rose and some social security benefits — 
such as sickness benefits, family allowances and old-age 
pensions — were increased. Real incomes of peasants 
increased by about 5 per cent following a 7 per cent rise 
‘in 1962 (see Table 20). Both real wages and average 
incomes of peasants are planned to increase by 3 per cent 
in 1964, in line with the average annual rates of growth 
of incomes incorporated in the Five-year Plan. 


In Bulgaria, Czechoslovakia, eastern Germany and, to 
a less extent, Poland, average real wages hardly changed 
in 1963 following a similar stagnation — in Bulgaria and 
Czechoslovakia even a decline — in 1962 (see Table 19). 
Whereas in Bulgaria and Poland total family incomes 
were nevertheless augmented as a result of a large expan- 
sion of employment, the contribution from this source 
was small in Czechoslovakia and non-existent in eastern 
Germany. 


In Bulgaria, average nominal wages were 314-4 рег 
cent above the 1962 level in industry and construction 
and nearly 5 per cent higher in railway transport; but 
these gains were largely wiped out by price increases. 
Prices in state and co-operative shops seem to have risen 
by at least 3 per сепй,:° and prices on collective farm 


158 Receipts from participation in enterprise profits rose in line 
with basic wages. 

159 In the first nine months of the year, the value of retail trade 
was 12 per cent, and the volume 8.7 per cent, higher than in the cor- 
responding period of 1962. 


markets increased still more.!®° Per capita real incomes 
of peasants probably changed somewhat more favourably 
than those of wage-earners, since the full impact of the 
mid-1962 increases in delivery prices was felt in 1963. 
The 1964 plan foresees a 714 per cent growth of personal 
consumption and an increase in average real incomes of 
5 per cent; as nominal wages in industry are planned to 
increase only by 1.4 per cent, it seems that a further 
differentiation of income increases in favour of peasants 
is envisaged. 


In Czechoslovakia, where total personal consumption 
rose by only 1.6 per cent above the 1962 level in 1963 
(see Table 1), the total wage-bill increased by 1.5 per 
cent and employment of wage-earners by 1.6 per cent. 
Changes in the general price level have not been pub- 
lished; but it has been reported that recourse was had 
more often in 1963 than in the past to price adjustments 
required to balance supplies and demand, and that price 
increases affected eggs, sugar products, pulses, high- 
grade beer and refrigerators whereas prices of vegetables, 
fruit and wine were reduced. Moreover, clearing sales of 
some manufactured goods at reduced prices and exten- 
sions of consumer-credit facilities occurred last year on a 
wider scale than before. Upward price adjustments 
affecting better-quality foodstuffs (especially meat, fish 
and cheese) and public catering (through an imposition 
of a service charge) were made in February 1964 while 
prices of eggs and some vegetable preserves were re- 
duced; and during the year prices of some industrial 
products are to be reduced (by margins depending upon 
the market situation) and prices for peak-season holiday 
accommodation will be raised. Instructions have been 
issued for the elaboration of the general principles of 
an elastic price policy which will lead to a major price 
reform of much wider scope than the changes already 
announced. 


In 1964 total personal consumption is planned to rise 
in Czechoslovakia by 2.3 рег cent,?® and this rise will 
still clearly be insufficient to catch up with the original 
Five-year Plan target for the growth of average incomes 
—a 25 per cent increase from 1960 to 1965. Over the 
first three years of the plan as a whole, average real 
wages rose by about 21 per cent against a 4.6 per cent 
average annual rate postulated by the original plan, 
which has now been abandoned. Decisions taken in 
January and February 1964 by the Party and Govern- 
ment, on imminent changes in the social security system, 
have clearly made it difficult to finalize estimates of the 
increase in the social fund for the year. It has been 
stated that recent increases in expenditure on the social 
services exceed the national resources at present avail- 
able for the purpose,’ and that measures to be intro- 


180 The price index of sales on collective-farm markets in large 
towns showed increases of 14.1 per cent, 7.6 per cent and 2.2 per cent 
in the first, second and third quarters, respectively, over the same 
quarters in 1962; prices of animal products went up sharply but 
were partly offset by reduced prices of fruit and vegetables. 

161 Average wages in the socialist sector are to rise by 1.3 per 
cent — by 1 per cent in industry and by 1.9 per cent in construction 
(Rudé Prdvo, 26 January 1964). 

162 Ryudé Prdvo, 8 February 1964. 
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duced in the course of 1964 will reduce the total cost of 
social security by lowering the upper limits of benefits, 
by taxing pensions and by eliminating (save in special 
cases) the present concurrence of pension with earnings. 
At the same time, the reform will produce a more 
equitable system by improving the benefits of the poorest 
pensioners and by extending the coverage of various 
social security schemes to co-operative farmers (partly, 
however, on the basis of financing from the funds of the 
collective farms). Economies are also to be made in 
other fields. A small charge is to be introduced for 
medical prescriptions and certificates (partly in order to 
reduce abuses of health services); free distribution of 
some school materials will cease; fees paid by parents 
for children in kindergartens and nurseries will be differ- 
entiated according to family income; on 1 April 1964 
employers’ contributions to enterprise catering will be 
abolished. The latest estimate of the rise in the social 
fund over the 1963 level is 4.6 рег cent.*** 


An austerity year in 1963 was planned in eastern 
Germany, where an increase of not more than 2 per cent 
in the total income of the population was contemplated. 
In fact this aggregate rose by DM 700 million — equiva- 
lent to a 1-114 per cent rise of total personal consump- 
tion. As there was a slight increase in the cost of living, 
the real wages of workers and employees were virtually 
unchanged. Peasant incomes may have increased slightly 
as a consequence of somewhat larger sales off farms and 
some improvement in farm prices. 


At the end of September 1963, several decrees were 
issued with direct bearing on living standards in eastern 
Germany.*** From 1 January 1964, old-age and disability 
pensions are increased by 7-8 per cent; the period of 
paid maternity leave has been extended (to 14 weeks) 
and additional leave-days are to be allowed to exemplary 
workers; since 1 October 1963, shift premia for night- 
work (differentiated according to performance and 
amounting to a minimum of 10 per cent of the tariff 
wage) have been instituted for workers and technicians. 
The real wage-bill can hardly be expected to increase 
significantly in 1964, given the modest output targets 
and the likely continuation of a decline in employment 
due to demographic causes; on the other hand, the 
changes in farm prices described in section 3 will tend 
to raise peasants’ incomes. 


As was reported in the last issue of the Bulletin,1** the 
Polish authorities took steps in September 1963 to pre- 
vent further increases in employment and in the wage-bill 
of the non-farm sector. The motivation for this action 
was a desire to restrain the rise of production costs in 
industry as well as fear that the trend of money incomes 
was such as to threaten pressure on consumers’ supplies 
— adversely affected by the poor 1962 harvest and its 
repercussions on output of animal products in 1963, by 
the planned slowing down in output of the light indus- 
tries and by disparities between the patterns of consum- 
ers’ demand and the supplies available. 


_ 183 НобродайкКеё поуту, No. 6, 1964. 


164 Neues Deutschland, 22 September 1963 and Gesetzblatt der 
DDR, Part II, No. 22, 19 September 1963. 


165 Vol. 15, No. 1, section 8. 


In the event, both the total and the personal consump- 
tion funds in Poland were 3 per cent higher per capita 
in 1963 than in 1962 (at constant prices) and aggregate 
personal consumption rose by 4 per cent — or by rather 
more than had earlier been thought possible.*°* Average 
nominal wages in the socialist sector increased by 4.6 
per cent and average real wages by 2 per cent, the rise 
in the cost of living reflecting mainly increased charges 
for gas, electricity and coal; the overall price level of 
foodstuffs changed little, higher prices of milk, milk 
products, meat and alcohol being largely offset by lower 
prices for fruit and vegetables both in state shops and 
on farm markets. Peasants’ receipts from contractual 
deliveries were reported to have remained at the 1962 
level (prices paid for pigs, tobacco and hops were raised 
in the course of 1963) but their real incomes were 
adversely affected by the higher prices for coal and elec- 
tricity as well as by some increases in prices of agricul- 
tural machinery. As farmers’ expenditure on investment 
materials did not fall, and their current expenses even 
increased, a preliminary report in December estimated 
that peasants’ consumption had fallen somewhat below 
the 1962 level.*% 


During the first three years of the current Polish Five- 
Year Plan ending in 1965, average real wages have 
increased by 5.6 per cent and the aggregate real wage- 
bill by 17.5 per cent.1®* Targets for average wages were 
grossly under-fulfilled, but employment in the socialist 
sector increased over the three years by 11.1 per cent 
(instead of the 6.1 per cent planned) and in 1963 already 
surpassed the level foreseen for 1965.*°® During this time 
collective consumption rose by 24 per cent, compared 
with 10 per cent planned, whereas personal consumption 
rose by only 11.7 per cent instead of the 16.5 per cent 
planned.**° Following the ban on further increases of 
employment during the last months of 1963, mentioned 
above, steps have been taken to prevent uncontrolled 
increases in employment in 1964 and the increment should 
not exceed 100,000 workers. The plan foresees a 2.8 per 
cent increase in the consumption fund for the year, 
exceeding the rate of growth of national income for 
distribution.*7* 


86 A report submitted to the Plenary Session of the Party in 
December (Nowe drogi, No. 12, 1963) spoke of a 2.8 per cent rise 
in personal consumption in 1963, whereas the plan-fulfilment report 
(issued in February 1964) quotes the figure of 4 per cent. 


167 Nowe drogi, No. 12, 1963. 
168 Tbid. 


169 Increasing frequency of overtime work has also contributed to 
the rise of wage-bills: overtime per industrial worker per year is 
reported to have increased from 7 hours in 1961 to 59.3 hours in 
1962 and 70 hours in 1963 (Trybuna Ludu, 1 December 1963). 


170 The difference between the 11.7 per cent rise in personal con- 
sumption and the 17.5 per cent rise in the real wage bill reflects the 
slower rise of the aggregate “ consumable ” income of peasants than 
of the wage bill (in turn largely reflecting the different rates of 
increase of employment in the two sectors), as well as the exclusion 
from personal consumption of expenditure on services and accumula- 
tion of personal savings. 


1 See section 1. The report mentioned in footnote 166 above 
postulated a 3.4 per cent growth of total consumption in 1964, of 
which individual consumption was to rise by 3.3 per cent and col- 
lective consumption by 4.2 per cent. 
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Consumers’ supplies in eastern Europe 


Plans for expansion of retail sales were exceeded in 
1963 in Albania, Hungary and Poland, about attained 
in Bulgaria, Czechoslovakia and Rumania, and under- 
fulfilled in eastern Germany (see Table 21). In Czecho- 
slovakia and eastern Germany only small increases had 
been planned, in accordance with the modest plans for 
growth of personal income and with the fact that, in 
these two most industrialized countries of the region, 
monetization of peasant incomes is no longer a significant 
factor in the expansion of retail trade (as it is in other 


countries still experiencing both rapid urbanization and 
changes within the farm sector). The differing incidence 
of the latter factor among the countries of the area and 
the lack of comprehensive data on price changes mean 
that statistics of retail sales are a rather unreliable guide 
to changes in consumers’ supplies and real personal 
consumption. 


Nevertheless, it is clear that in Hungary the consider- 
able expansion of personal income in 1963, mentioned 
above, was supported by greatly improved supplies of 
consumers’ goods, and by a significant decline of retail 


TABLE 23 
Per capita consumption of certain products, 1955, and 1961 or 1962 


Bulgaria Czechoslovakia Eastern Germany 


Hungary Poland Rumania Soviet Union 


Product Unit 
1955 1961 1955 1962 1955 1962 1955 1961 | 1955 1962 1955 1962 | 1955 1962 

Foodstuffs 

(consumption) 
Strain (flour 

equivalent)?. . Kg 185.1 176.7 | 121.6 100.9 150.1 133.2 170.7 148.4 
-otatoes к 121.2 100.7 | 174.6 161.4 119.9 95.0 229.0 221.4 
Meat (excluding 

А же 44.8 58.5 45.0 53.1 36.9 48.3 37.7 45.8 
Boose о ss Unit 164 179 116 181 1075 1675 137 150 
Animal fats . . . Kg 6.7 7.9 6.5 с yee 18.4 20.4 6.1 7.1 
Vegetable fats . . ни rie 6.9 8.9 99° 12.8¢ 2.6 1.5 1.9 4.6 
А. 2. AG Fe De 6337 38.5 27.4 30.2 24.4 27.8 24.0 30.2 
ae Ces Е Litre 145.3 109.5 90.7 87.1 86.72 106.02 | 331.92 353.2 ев 
С а О Kg 5.0 6.5 9.5 12.0 1.17 1.5 4.8 4.6 
О к Litre Е ba 6.8 8.1 ИО, 3.8 18.8 26.9 2:5 4.9 
нев. ae 6.7% 14.94) 79.1 110.3 68.5 76.5 24.0 38.8 18.9 21.5 
20 | a Kg 43.8 33.0 66.79 51.3 66.0 
Vegetables 85.2 ТИ 67.69 60.6 78.7 
Vanufactures 

(consumption or 

retail sales) 
Textiles: № 

Gotton ss. Metre or ED lO - 59:56 26.8 17.6 24.4 10.4 16.5 18.9 9.7 13.0 29.87 29.27 

Woollen square metre} ().7 2.6 3 6.0 4.9 2.2 Ps) Ad 1.0 1.4 И ae ets 

Sie a ao 0.4 0.7 3.5% 4.4 3.1 4.1 12) 2.8 31 0.7 1.4 р 2 the) 
а. : Е i 0% : De 3.3 РИ 2.9 0.8 1.7 3%, ye 
| и aos ee me i vy oe 5 1.8 1.0 1.57 0.9 1.4 0.5 11,770 | 164 о 
Nashing machines Unit 14.8 11.6 7.37% 14.3 — 52 1.1 18.4 0.3 Bro) 0.4 7.8 
Lefrigerators ‚рег 1 000 г is Я 12.1 16° 10.5 = 1.81 0.1 3.2 = 23 || OS Bei) 
ас, 686. 13.0. —^213: 2941 34% 1956 та У OM Se 19 ome 6.4 
Television sets. . 22.9) 20.7 29128 — ЛИ — 11.9 — Ро СЖ 
sicycles 5 14.6 PEW PRS) Su 16.01 he an 14.2 13.8 
Ио{юг-суез 4.0 6.2, 4.242 3.22 0.7 3.61 1.1 SoH : eh Oe 
Mlotor-cars . 0.1 Pel 0.8 ¢ Gal — dee 0.7 — 0.1 


й Рег capita consumption of textiles in Czechoslovakia, eastern Germany, Hungary, 
Poland, and per capita sales in Bulgaria and Rumania (including materials for ready- 
made clothes). In Bulgaria, Czechoslovakia, Poland, Rumania and the Soviet Union 
the units for textiles are metres, but in eastern Germany and Hungary square metres. 

$ 1956. 

J Рег capita production. 


Е Per capita consumption calculated for Czechoslovakia, eastern Germany and Poland, 
but per capita sales for Bulgaria, Hungary and Rumania. 


Sources ; Statistical yearbooks. 
Nore. — Data, particularly for foodstuffs, are not fully comparable from country 
> country; but they are comparable over time within each country. 


Grain in Czechoslovakia, flour in eastern Germany (including rice) and Hungary, 
and grain in processed equivalent in Poland, calculated for agricultural years. 


18.8 pieces = 1 kg. 
Kg of standard fat value. 


Per capita retail sales. 7 1962. 
Milk and milk products, including products shown separately and, in Poland, milk т Including sandals. 
‘going into products for export. п 1959. 
Average of 1955-1959. 0 1957. 


1958. P Including mopeds. 
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TABLE 24 
Household stocks of some consumers’ durable goods, end-1962 
Quantities 
а Soviet 
Article Albania Bulgaria ее и Hungary Poland Rumania Union 
Units per hundred inhabitants 
Radios бк 3.668 21.6 29.6 33:2 23.8 18.5 1721 29.8 
Television sets*. .... ae 0.4 9.8 11.1 В 37 0.8 3.8 
Units per hundred households 
Ва Ен са. 100 91.5 86 с 86.5 4 56 
Television sets ...... aap, 38 38 с фи < 17.44 
Washing machines ca. 50 18 с 28 с 62.7 а 
Refrigerators. ..... ca, 17 16° Зое 10.64 
IMOtOr-Cars ооо 9 в 2¢ a 
Motor-cycles .-. ... . 12°¢ 16.14 
Ву ее ee 70 с 41.84 
а ры ее ан лед | eer ee ee ee а а, а и 
Sources : National statistics; Népszava, 11 February 1964; Zycie gospodarcze, b 1961. 
No. 32, 1962. с 1963. 


@ Number of subscribers. 


stocks — by about one billion forints. Sales of foodstuffs 
probably rose little faster than in the two preceding years 
in volume terms, but sales of manufactures rose in value 
by nearly 10 per cent, after two years of virtual stagna- 
tion. Data covering the first three quarters of the year, 
shown in Table 22, suggest a boom in sales of durable 
goods: sales of refrigerators rose by 85 per cent — from 
a very low absolute level both of annual supplies and of 
household stocks (see Tables 23 and 24) — оЁ motor- 
cycles by 44 per cent and of washing machines by 33 
per cent. A decline in sales of woollen textiles was offset 
by increases for other fabrics, and sales of ready-made 
clothing, which had stagnated or fallen during two years 
of income-pause and inadequate assortment of goods for 
sale, rose considerably in 1963 (especially women’s and 
children’s clothing made of artificial fibres). Among 
foodstuffs, supplies of sugar, milk and milk products 
expanded greatly though those of meat (except poultry) 
and eggs were stable or declined. Within a 5 per cent 
planned expansion of retail sales in Hungary in 1964, 
consumer durables are again in the lead (sales of refri- 
gerators, for example, are planned to rise by 74 per 
cent), whereas only a 3 per cent increase is foreseen in 
sales of clothing. 

In Rumania, the second eastern European country to 
register a sharp rise in personal income in 1963, retail 
sales also rose relatively fast — by 8 per cent in volume 
— though more slowly than in the two preceding years 
(see Table 21). The 10 per cent rise in sales of food 
compares with increases of more than 15 per cent in 
1961 and 1962, and the deceleration reflects a 6 per cent 
decline in sales of meat and meat products. Among 
manufactured goods the slackening growth of sales has 
been still more marked. Supplies of durable goods again 
rose fast from low absolute levels (see Table 23) but less 
rapidly than in 1962; in that year sales of textile fabrics 
increased by 10 per cent but they were certainly not 


@ Urban households only. 


selling so well in 1963 (though no figures have been 
published). The very sharp rise in savings deposits was 
mentioned above. 


Both in Albania and in Bulgaria the volume of retail 
sales grew faster in 1963 than in 1962; and in the former 
country, particularly steep increases were reported for 
potatoes and macaroni, among foodstuffs, and for knitted 
goods, stockings and shoes. In Bulgaria, the 9.4 per cent 
growth of sales seems to have been largely due to manu- 
factures, including textiles and clothing; sales of some 
durable goods rose very much faster (see Table 22) but 
the absolute quantities are probably still too small 
greatly to affect the overall index number. Among food- 
stuffs, sales of milk, sugar and vegetables rose signifi- 
cantly, but sales of meat were stationary (industrial out- 
put of meat declined by 8 per cent). In order to augment 
supplies on the domestic market in 1964, exports of pork 
and rice are to cease and of some other goods (milk 
products, poultry, cotton fabrics, clothing) to be cur- 
tailed. 

The volume of retail trade turnover in Poland was 
about 414 per cent greater in 1963 than in 1962 and the 
annual plan was over-fulfilled, although the rate of ex- 
pansion was below that postulated by the current long- 
term plan. Supplies of a number of foodstuffs improved 
in 1963 (sugar, milk, eggs, and above all margarine, fruit 
and potatoes), but meat supplies fell,.”? and sporadic 
shortages of butter and other dairy products occurred 
during the year. Supplies of such durable goods as 
refrigerators and vacuum cleaners greatly improved, as 
did those of woollen textiles— both in quantity and 
quality — but sales of some textiles and durable goods 
again fell (see Table 22); and stocks in the socialized 
trade network rose by 1.9 billion zlotys (about 7 per cent) 


173 This despite some reduction in rneat exports — by 75,000 tons 
— and imports of 45,000 tons (Nowe drogi, No. 1, 1964, p. 26). 
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during the year, despite the efforts earlier made to check 
production of goods for which there was no demand. 
These efforts were supplemented by a decree of January 
1963 restricting the rights of enterprises to draw bonuses 
for over-fulfilment of output plans to cases where the 
over-plan production represented articles for which there 
was a demand; lists were established distinguishing be- 
tween surplus and deficit consumer goods; and the 
system is reported to have been in limited operation 
during the third quarter of the year, with some promising 
results;:"* 


Within a 5.7 per cent growth of sales foreseen for 
1964 in Poland, no improvement is expected in supplies 
of meat and butter; in fact difficulties in balancing supply 
and demand are expected during the first half of the 
year. However, supplies of milk, eggs and vegetable fats 
are expected to rise substantially. Rather modest sales 
targets have been set for most manufactured goods: 
deliveries of textile fabrics to the trade network are to 
remain at the 1963 level and those of bicycles, motor- 
cycles, radios and washing machines to decline. As can 
be seen from Table 24, urban household stocks of the 
last two goods appear already to be relatively high; but 
sharp improvements are planned in supplies of refrigera- 
tors (39 per cent) and television sets (26 per cent), of 
which stocks appear relatively low, as well as in supplies 
of building materials for use by households. 


Sales of foodstuffs rose by only 1.8 per cent in current 
prices in Czechoslovakia in 1963, with sales of vege- 
tables, fruit and eggs increasing while sales of rice, flour, 
tea and coffee declined. Among manufactures, of which 
total sales rose by 2-3 per cent, sales of textiles and 
clothing declined again, the former by more than the 
fall in production. Output and sales of passenger cars 
fell by about 11 per cent, but sales of television sets and 
radios recovered from their 1962 fall; output of refriger- 
ators rose by more than 20 per cent and sales by nearly 
15 per cent. The 1964 plan foresees a 2.8 per cent in- 
crease of total sales, within which sales of food are to 
rise by nearly 4 per cent and those of manufactures by 
1.5 per cent. A marked improvement is expected in 
supplies of milk, butter and meat. 


In eastern Germany the value of personal consumption 
did not rise above the 1961 level in 1962 and retail sales 
fell slightly; and the 0.3 per cent rise of retail sales in 
1963 suggests a similar stability of consumption stand- 
ards in that year. A small increase in sales of food and 
beverages was reported to have been made possible by 
increases both in domestic agricultural production and 
in food imports; a decline in sales of industrial goods was 
to a large extent caused by the continuing discrepancy 
between the pattern of demand and the quality and 
assortment of goods available. The plan-fulfilment report 
for 1963 draws attention to the fact that turnover of 
industrial goods fell (obviously quite sharply) in the first 
half of the year; however, in the second half it showed a 
2.3 per cent rise over the same period of 1962, the most 
dynamic elements having been television sets, washing 
machines, refrigerators, transistor radios, cameras and 
household appliances. Quality and design of many 


из Ibid., p. 43. 


articles are reported to have improved, though com- 
plaints continue that the textiles and clothing branches 
do not react promptly enough to changes in consumer 
demand and that supplies are not always offered for 
sale at the right season. The change to quarterly plan- 
ning of consumer-goods production, introduced in the 
course of 1963, is nevertheless said to have brought some 
improvement; and attempts are also being made to 
develop direct purchasing between the wholesale and 
retail trade organizations. However, the incentive system 
appears still to be inefficient in this respect.17* 


The relatively high level of consumers’ stocks of 
durable goods in eastern Germany makes the need for 
adequate repair and other services still more pressing 
than in some other countries and it has recently been 
stated that “the Council of Ministers will also in the 
future give support to private entrepreneurs, artisans and 
retail traders so as to make it possible for them, through 
their knowledge and ability, to contribute to the supply 
of utilities, repairs and services for the population.” 1" 


Housing construction in eastern Europe and the Soviet 
Union 


The priorities given to productive investment, com- 
bined with the severe 1962/63 winter,?7° were responsible 
for a slackening of housing activity in almost every 
country of the region in 1963 (see Table 25). In some of 
them — Czechoslovakia and eastern Germany, for ex- 
ample —the 1963 annual plans already incorporated 
targets below the goals of the long-term plans and pro- 
vided for a slowing down in the volume of construction. 
Some other countries, including the Soviet Union, had 
envisaged an increase in the rate of completions but were 
unable to reach their targets. 

In Czechoslovakia, the reduced plan was attained 
largely through the over-fulfilment of the targets for 
private construction by 8 per cent; in other sectors, per- 
formance was rather worse than planned, and particu- 
larly so with regard to dwelling construction in Prague. 
The 1964 plan foresees a maintenance of the current rate 
of construction with, however, a reduced share of private 
building. An important change in housing policies is 
indicated by the recently announced governmental deci- 
sion 177 to raise the rents of state-owned apartments and 
to encourage construction of co-operative flats and indi- 
vidual houses; small family houses at present in socialist 
ownership will be sold to individuals. The new rents (to 
be introduced on 1 October 1964) are to be better differ- 
entiated with respect to the quality and size of the 
dwelling, and are to be high enough to cover all oper- 
ating costs including repairs and maintenance. 

In 1963, 75,000 dwellings (or 14 per cent less than in 
1962) were completed in eastern Germany. With the 
decelerating rates of new building, the maintenance and 
renovation of old dwellings is becoming more urgent, 


174 See Der Handel, No. 12, 1963, pp. 529-532. 

175 Neyes Deutschland, 15 November 1963. 

178 Climatic conditions adversely affected both output of building 
materials and supplies to construction sites during the first quarter 
of the year (see the Bulletin, Vol. 15, No. 1). 


177 Rudé Ргауо, 8 February 1964. 


Page 52 — Chapter I 


TABLE 25 
Housing construction, 1961 to 1964 Plan 


1963 1964 
Country 1961 1962 oe Actual Plan 
4 . | space 
Bulgaria Thousand т? of tota 
Total. ос © ов 2 341 2515) 95 SMP 
ЕЕ Е 6 ъ вобше 376 356 
Co-operative and individual. ... 1 965 2 219 
Czechoslovakia Thousand dwellings 
‘Eotali tty. а eee 87.5 86.7 82 81.0 
ПР Оо в оовоеб 30.9 26.4 23 21.9 
Eastern Germany 
Total Maw wees Pee Cee 92.0 87.2 76.8 Ws) 1 
of which: Co-operative. ..... . 54.1 50.6 г ne se 
Hungary 
Гоа pee ee ees Ia re 67.5 54.3 60.5 53-58 
Е ро А о eae 20.5 23 
Privates а Ree kore ae 2. 40 № 30-35 
of which: State-aided ....... 26.3 27.5 oe ae 
Poland Thousand rooms 
О па 430.4 419.2 At 
State ae an ро eer ck 200.7 207.3 ae 208.5 
of which: Municipal authorities 104.4 117.5 151.4 127.5 Ss 
(GorersaclinG op sb oo 6 5 0 4 53:7 61.8 68.0 66.9 72 
Private ame mee eae ee ee ces 176.0 150.1 
Rumania Thousand dwellings 
otal’ ae Ie Fly MO Re 144.3 137.3 ae 131.3 = 
State and co-operative ...... 40.7 42.0 51.0 49.1 54.0 
Private ем и 103.6 95.3 82.2 
Soviet Union Million т? of total space 
Total “urban” housing® ..... 80.2 80.5 91 a 155° 
State and co-operative ...... 56.5 59.6 121° 
State-aided and private. ..... 23.7 20.9 34> 


Sources : National statistics, plans and plan-fulfilment reports; Trybuna Ludu, 
16 January 1964; Népszava, 13 February 1964; Planovoe khozyaistvo, No. 2, 1964. 


and the local administrative councils have received 
instructions to elaborate appropriate programmes; ас- 
cording to the latest available data, the housing stock of 
eastern Germany amounted in 1961 to 5.5 million dwell- 
ings, of which 45 per cent dated from the period before 
1900 and only about 11 per cent had been built since 
1945. In the field of new construction, efforts are being 
made to apply modern assembly-building methods more 
widely; and in 1963 nearly 45 per cent of all housing 
construction was carried out in this way. The proportion 
should be raised to 80 per cent in 1964, when a half of all 
new dwellings constructed are to be in blocks containing 
more than 800 flats each. 


In Bulgaria, Rumania, Poland —and possibly Hun- 
gary for which no statistics have as yet been published — 
housing completions in 1963 were similar to, or slightly 
below, the levels of 1962. 


In Poland the trend towards decentralization has con- 
tinued, the share of construction carried out by municipal 
authorities and co-operatives growing at the expense of 
centrally directed investment. Nevertheless, the 1963 plan 
for municipal construction was under-fulfilled by a rather 


@ Excludes construction by collective farms, and dachas. 
> Two-year (1964-1965) target. 


large margin. The co-operative sector of house-building 
has grown into an important investor during the last few 
years, particularly in large towns. On 1 January 1964, 
co-operatives owned 125,000 apartments and a living area 
of 6 million square metres; and by 1965 the number of 
co-operative apartments is planned to increase to 
185,000.77 On the other hand, state-aided individual 
house-building has been declining during the past few 
years: in 1961 state credits for such projects were 30 per 
cent, and in 1963 were 60 per cent, lower than in 1959.17 
Adjustments in investment plans are expected to result 
in a cut in investment outlays on urban housing during the 
two years 1964 and 1965 of 10.1 billion zlotys compared 
with the original targets (in 1962 about 20 billion zlotys 
was spent on all housing, of which about 13 billion on the 
socialized sector). However, a less than proportionate 
fall in completions is foreseen, in expectation of econo- 
mies of costs and concentration on cheaper housing. It is 
now expected that the Five-year Plan period ending 1965 


#8 Trybuna Ludu, 16 January 1964. 
119 Zycie gospodarcze, No. 31, 1963, р. 3. 
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will see the construction of 1,712,000 rooms in urban 
areas against 1.8 million planned.1*° 

_ In Rumania, private investment in housing again fell 
in 1963, whereas state and co-operative construction 
together increased. This trend seems largely to reflect a 
decline in rural construction: 89,000 dwelling units were 
built in the countryside in 1962 against 97,000 in 1961, 
while urban construction increased. 

In the Soviet Union, housing completions in 1963 
represented 77 million square metres of total floor 
space *** in urban areas and industrial settlements (equi- 
valent to about 2 million dwelling units) and, in addition, 
about 400,000 houses built in the countryside. As in other 
recent years, urban construction lagged seriously behind 
the annual and long-term plans. Total investment in 
housing has been declining steadily since 1959, from 
8.3 billion roubles in that year to 7.7 billion in 1962, 
and its share in total investment outlays dropped from 
25.1 per cent to 19.2 per cent over the same period; there 
certainly has been a further decline in both the absolute 
figure and the share in 1963. This trend in housing 
investment has been due largely to declining private 
house-building, which in 1962 amounted in value to 
2 billion roubles compared with 3 billion roubles in 1959: 
and the number of houses built in rural areas was almost 
exactly halved between 1959 and 1963. 

Nevertheless, during the first five years of the Seven- 
year Plan an impressive total of 401 million square metres 
of floor space has been constructed in towns and 234 mil- 
lion houses have been built in the countryside. During the 
preceding five years only 230 million square metres were 
built in towns, but the number of houses constructed in 
the countryside was somewhat higher (it exceeded 3 mil- 
lion). Thanks to this vast programme of construction, 
about 50 million people are reported to have been housed 
or re-housed in new buildings during the first five years 


180 Nowe drogi, No. 1, 1964, p. 50. 
181 This includes the auxiliary area (kitchen, corridors, etc.) in 
addition to the living area. 


of the Seven-year Plan: in the two remaining years a 
further 155 million square metres of construction is 
planned.'*? Thus, if the 1964-1965 targets are attained, 
the total area constructed under the Seven-year Plan (in 
urban areas) will amount to 556 million square metres, 
compared with the original target of 650-660 million 
square metres. 

The prospective under-fulfilment of the, admittedly 
ambitious, plans by 15 per cent does not detract from 
the progress made; but two unfavourable factors have 
combined to reduce the impact of new construction on 
housing standards measured in terms of per capita living 
space. First, as mentioned above, the urban population 
has been increasing fast, and much faster than foreseen. 
Secondly, the slow rate of housing construction in the 
past has meant that a large part of the new construction 
(about 25 per cent during the last few years) has 
been required to replace part of the old housing stock.1%? 
Thus, between the beginning of 1959 and the beginning 
of 1963, the total urban housing stock (expressed in 
terms of floor area) increased by 29 per cent and the 
urban population grew by 15 per cent, so that the per 
capita floor space increased by only 12 per cent. However, 
the average quality of the urban housing stock of course 
also improved, and the efflux from the countryside (result- 
ing in a slight decline in the rural population) somewhat 
alleviated the rural housing situation— and may have 
been a factor in the slackening of the rate of rural 
construction. 


182 According to Pravda, 29 February 1964, this total is to be 
divided evenly between the two years. It seems, also, that a further 
decline in private urban construction (34 million square metres 
within this total) is foreseen to be partly offset by increased activity 
of housing co-operatives, which are to construct 12 million square 
metres in 1964-1965 compared with 1.8 million square metres in 1963. 


183 Million square metres of total space in urban areas: 


6. FOREIGN TRADE 


Total turnover and the regional pattern in 1963 


The familiar alternation of one year’s extremely rapid 
expansion of Soviet foreign trade with one year’s more 
moderate growth continued in 1963; and the fall from the 
1962 rate of some 14 per cent to a 5 per cent rise in 
1963 was the main reason for the slower increase in the 
turnover of the region as a whole. The 8 per cent rise in 
the turnover of the eastern European countries was about 
the same as that recorded in 1962; but for eastern Europe 
and the Soviet Union together, the rate of expansion 
slackened from 1014 per cent to about 6% per cent (see 
Table 26). For the area as a whole, and for most indivi- 
dual countries, external trade continues to rise in relation 
to national (material) income. 

Four countries out of the five for which some data on 
the regional distribution of trade in 1963 are available 
have indicated a slightly increased concentration on trade 
with other planned economies: 


1959 1960 1961 1962 
Net increment of housing stock ..... 64 62 59 57 
Yearly completions) ое 80.7 82.8 80.2 80.5 
“Replacement ” rate (percentage)... . 21 25 26 29 
т Source : Narodnoe khozyaistvo у 1962 godu. 
Percentage increase in turnover 1962 to 1963 
With With industrial- With less- 
Total “socialist ized market developed 
countries” % economies countries 
Soviet Union ... 5 75 8 
Czechoslovakia .. 8.7 9 i 
Eastern Germany 
Exports only 13.5 14.2 10.3 ¢ 
Hungaryee tee ene 11.7 7.4 20223254 
RolanGes а ай 6.2 7.3.0 3.9 


@ Including Cuba and Yugoslavia. 


$ CMEA countries. 
с Excluding trade with western Germany, which rose by 2.6 per cent (according to 
west German data, the rise in total east-west German trade turnover was 6.4 per 


cent). 
@ Based on nine months’ data. 


Hungary is the exception, with a much more rapid rise 
in trade with market economies (see below). According 
to western European data, east-west trade in Europe 
(excluding intra-German trade) was about 7 per cent 
greater in 1963 than in 1962 —a rise differing little from 
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that of total eastern European and Soviet trade turnover. 
Soviet trade with developing countries rose less than 
the total, and it is likely that the trade of the region as 
a whole with North America and Australia rose faster 
than that with western Europe, even though the special 
wheat purchases — some 15 million tons — were certainly 
not fully reflected in the trade statistics by the end of 
the year. 


The trade of individual countries 


Poor results in agriculture in 1962 and/or 1963 have 
restricted supplies for export in several countries and 
raised import needs and, with other difficulties peculiar 
to individual countries, have resulted in larger trade 
deficits than planned in Albania, Bulgaria, Hungary and 
Poland. In Czechoslovakia, however, the export surplus 
rose. Incomplete data suggest that this reflected mainly a 
larger rise of exports than of imports in trade with other 
centrally planned economies, but also some of the planned 
improvement in the balance with western Europe. In 
eastern Germany a small visible trade deficit in 1962 was 
transformed into a surplus of $384 million in 1963. Such 
detailed information as is available on developments in 
individual countries is reviewed below. 

The very rapid —albeit less than planned — rise in 
Albanian exports was assisted by large increases in pro- 
duction of cotton, olives, tobacco, bitumen, metallic ores 
and copper —all but the first two being major export 
commodities; but import requirements were enlarged 
by low output of bread grains and rising investment. 
However, the lack of data for 1962 makes it impossible 
to say whether. the increases in trade in 1963 shown in 
Table 26 represent the resumption of a rising trend 
following the decline in 1961 or simply recovery from 
a deeper fall in 1962.1** Trade with the centrally planned 
economies is stated to have represented about 90 per cent 
of the total in 1963 — about Те same as in 1960; but 
trade with mainland China rose much faster than the 
total in 1963 (by 20 per cent) to reach about 514 times 
its 1960 value. During the same period trade with Czecho- 
slovakia rose by 43 per cent and that with Poland 
doubled.’®° The Albanian Government’s desire to diver- 
sify its geographical pattern of trade was exemplified in 
the conclusion of trade agreements for the first time in 
1963 with France, Pakistan, Guinea, Mali and Morocco. 

The rate of growth of Bulgarian exports was reduced 
by nearly half in 1963, though it still remains high 
(814 per cent); but imports again rose by some 17 per 
cent, and the visible trade deficit rose from $12 million 
in 1962 to $77 million. These changes reflect the failure 
to raise farm output above the 1962 level and the large 
increment in the import bill for equipment and raw 
materials implied by the very sharp rise in investment 
activity and the rapid expansion of the metal-using 
industries. The export expansion was carried by the 
engineering and raw-material producing branches, and the 


184 A statement that Albanian exports and imports in 1962 were, 
respectively, 6 times and 3 times the 1938 level seems to imply some 
fall from 1961 to 1962, though such round figures must be treated 
with caution, 

18° А “ satisfactory ” development of trade with eastern Germany 
Rumania, Bulgaria, north Korea, north Viet-Nam and Cuba was 
also reported (Zeri i popullit, 18 December 1963). 


particularly impressive rate of growth in the former 
category has raised its share in total exports to some 
23 pen cent; by 1963: 

Bulgarian exports 1961 to 1963 


Percentage change 


1963 from previous year 
§ mllllon)S¢in 19622 19 
Machinery and equipment ... 195 32.71 44.4 30.9 
Fuels and raw materials . . . . 233 8.5 9.1 137 
Manufactured consumer goods . All 9.4 20.4 ogy 
Foodstufisie-ar:au shen teneanne 18.9 8.5 ; 
Totaly оо ASE eee 839 15.9 16.6 8.5 


Sources : National statistics and Rabotnichesko delo, 11 and 13 December 1963 
and 31 January 1964. 


The relatively slow growth of Czechoslovak imports 
over the past two years is readily explicable in terms of 
the virtual stabilization of national (material) income in 
1962 and its subsequent fall in 1963 (see Table 26). A 
12 per cent increase in imports of foodstuffs was required 
in 1963, but other imports rose little if at all. The plans 
called for particular economy of imports from western 
Europe and a rise in exports to redress the earlier pay- 
ments disequilibrium; and this appears to have been — at 
least partly — achieved. The growth of exports was also 
encouraged by the relatively large volume of outstanding 
Czechoslovak credit to developing countries.*** Exports 
of machinery and equipment to all destinations rose by 
11.2 per cent, to reach 47.3 per cent of the 1963 total. 


Efforts to accelerate the growth of east German exports 
brought results in 1963, when the 1314 per cent increase 
was not far short of that planned. Sales to other planned 
economies rose somewhat faster than the total (see above), 
but those to other countries also accelerated. A stabiliza- 
tion of imports had been planned; and in fact the total 
value fell by some 344 per cent, though this reduction 
was achieved partly by refraining from alleviating inter- 
mittent scarcities of some foodstuffs in the domestic 
market and partly by forgoing some desired imports of 
equipment. 

For Hungary and Poland, indications of changes in the 
commodity composition of trade between 1962 and 1963 
are more comprehensive than those available for other 
countries: 


Percentage increase from 


1963 previous year 
$ million 
Е ИЕ Exports Imports 
1962 1963 1962 1963 
Hungary 
Machinery and equipment. 410 394 3.7 3.5 31.5 143 
Fuels and raw materials . . 274 714 65 11.5 5.5 11.7 
Consumers’ manufactures . 242 68 s13.Oneslotiee O83 263 
ПООЧЗ С aauaae enone 219129 65 2 280A eet ся 
TL Otel ie! aye eee 12051306 6,0, 97 аи 
Poland 
Machinery and equipment . 586 674 17.2 18.6 27.6 7.7 
Fuels and raw materials . . 672 881 85 46 53—02 
Consumers’ manufactures . 228 £257 116972072538 Ol 
О, ооо 284 299 —1.8—10.2 —2.9 18.9 
То ee О US О Т м Re 


Sources : National statistics and plan-fulfilment reports. 


186 See paper presented to the United Nations Conference on 
Trade and Development, E/CONF.46/35, section 10— now in process 


of printing as Part 2 of this Survey (see also Notice to Readers), 


Chapter I — Page 55 


In Hungary, emergency imports of bread grain con- 
tributed to the rapid growth of imports of foodstuffs, and 
the increase of imports of consumers’ manufactures was 
still more rapid. Nevertheless, the two categories together 
reached only 15 per cent of the total and did not inhibit 
the rise of “ more essential ” imports in accordance with 
domestic investment and output requirements. The deficit 
on visible trade rose to $100 million (double that of 
1962) despite a slightly above-plan increase of exports. 


The regional pattern of growth of Hungarian exports 
changed strikingly. Exports to “western” countries 
showed a highly satisfactory development, between 
January-September 1962 and the same months of 1963, 
with increases of 34 per cent in trade with the countries 
of the European Economic Community, 24 per cent with 
other industrialized countries and 22 per cent with deve- 
loping countries. In contrast, exports to CMEA markets 
rose by only 1 per cent and exports to other centrally 
planned economies fell. This regional pattern of export 
growth is reflected in the changes in the commodity 
pattern shown above. Nearly 50 per cent of total exports 
to the developed market economies in 1963 represented 
foodstuffs, and this largely explains the 28 per cent 
increase in the total of such exports. On the other hand, 
the practically unchanged total exports of consumers’ 
manufactures and the very small rise in exports of equip- 
ment appear to reflect mainly difficulties in marketing 
increased quantities of such goods within the CMEA 
area. The need to increase supplies of consumers’ manu- 
factures to the domestic market, to meet the considerable 
increase in consumers’ incomes in 1963 (see section 5), 
may have restricted supplies for export to some extent; 
and the same may be true of some investment goods. 
But the following figures indicate that, at least for some 
engineering products, inadequate export demand was the 
main factor: 


Output and exports of certain engineering products in Hungary 


Percentage 
change Percentage share 
1962 to 1963 of exports 
in oniputin 1962 
Output Exports 
ЕО Пе тн с сане —9 —8 51 
Milling machines ...... —44 —39 64 
ее еле еее —14 —43 88 


ча о о Е +1 —15 61 
ОО По о ee se +1 —18 65 
Я ое se —11 —23 36 
Ву ео —9 —19 С) 
Tape TecOrders и те —57 —37 28 
Electricity supply meters ... —21 —56 63 


Source : Statisztikai Havi Kézlemények, No. 2, 1964. 


In contrast, exports of some other products rose fast 
—for example, tractors by 64 per cent (though Hungary 
remains a large net importer), radios by 15 per cent, tele- 
phone sets by 114 per cent — and faster than output 
(which in the case of radios actually fell by one-third). 

The Polish plan for 1963—like that of Czecho- 
slovakia — had called for strict economy of imports, to 
redress the balance of payments with the industrialized 
market economies. Both imports and exports were slightly 
more than planned and the trade deficit was somewhat 


reduced (from $240 million to $209 million), though the 
balance with market economies was not improved as had 
been hoped. Imports of fuels and raw materials were 
stabilized at the cost of a slackening of the industrial ex- 
pansion, and particularly that of the consumer-goods 
industries, for which the planned reduction of imported 
materials was effected. The balance of trade in foodstuffs 
worsened by some $80 million, exports falling and imports 
increasing as a consequence of, inter alia, extra purchases 
of bread grain and of 45,000 tons of meat. Imports of 
consumers’ manufactures were stabilized and exports 
increased; but the small improvement in the trade 
balance was mainly due to the rapid expansion of exports 
and the slower growth of imports of equipment. 


The prospects for 1964 


As is shown in Table 26, the 1964 plans of the eastern 
European countries call for a rise in the turnover of the 
group as a whole at about the same rate as in 1963 — 
about 8 per cent — but no target has yet been published 
for the Soviet Union. The failure to improve an already 
difficult balance-of-payments situation in 1963 has resulted 
in a plan for virtual stabilization of Polish imports in 1964 
while exports increase by 12% per cent. In eastern 
Germany, repayment of Soviet credits at a rate of DM 400 
million a year starts in 1964, and this has influenced the 
decision to try to increase still more the 1963 visible trade 
surplus. In Hungary, also, it is planned to raise exports 
somewhat faster than imports; and only Bulgaria appears 
to plan a reverse development, supported by a new 
credit of $330 million from the Soviet Union. 


Bulgarian exports of foodstuffs are being restricted in 
order to avoid scarcities in the domestic market (see 
section 5) and total exports of consumers’ goods (includ- 
ing food) are planned to fall by 1 per cent; imports of 
foodstuffs are planned to rise by 15 per cent and of 
consumers’ manufactures by nearly 8 per cent. The 
planned 7 per cent increase in total Bulgarian exports 
thus relies heavily on a nearly 40 per cent increase in 
exports of machinery and equipment. In Hungary, exports 
of machinery and equipment are planned to rise by 25 per 
cent, to reach 40 per cent of the total or the highest 
share since 1960;1®7 exports of agricultural products 
(probably including processed foods) should rise by 18 per 
cent. In Poland, it is hoped to raise exports of equipment 
by 18% per cent, to 3514 per cent of the total (and 
50 per cent of exports to other centrally planned econo- 
111е$);138 and exports of consumers’ manufactures and 
foodstuffs should together rise by 24 per cent, while 
exports of fuels and raw materials are stabilized.**° A 
rise of some 6 per cent in the import bill for the last- 
mentioned group will be required, and a 244 per cent 
increase in imports of equipment, to be practically com- 
pensated by a 10 per cent fall in imports of foodstuffs 


187 Népszabadsdg, 18 January 1964. 

188 Monitor Polski, No. 96, 1963 and Polish Facts and Figures, 
29 February 1964. 

189 Tt is not certain whether these plans are based on preliminary 
estimates of exports in 1963, which differed considerably in level 
and composition from those shown above. The differences between 
the preliminary and later figures for imports were smaller. 
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TABLE 26 


Foreign trade of the eastern European countries and the Soviet Union, 1961 to Plan 1964 


Value in millions of dollars, and percentage increases in current value over previous year 


6 1963 1964 
Value 1961 1962 ae Actual Plan 
Country in 1963 : 
Percentage increase 
Albania 
127460) 5 o ot pu — 26.4 17.0 13.0 
GOS о 6 a me on —10.9 9.5 
Bulgaria 
140 5 6 6 5 6 8 839 15.9 16.6 10.6 8.5 7.1 
О Gk BPS 916 5.3 17.8 10.8 16.7 9.0 * 
Czechoslovakia 
ОО 5 a ob a oo 2 456 6.1 22 1222 
2 за 
Пирог 2153 NS) ЯВ) 4.4 
Eastern Germany 
1950 5 o 6 3 » o 2 671 3? 4.1 15 13.5 8.8 
У о сосяа 2287 2.1 7.0 — —3.6 И 
Hungary 
Хроно ae eee 1 206 NG 6.9 9.0 9.7 6:5 
16 5 5 oc bo 1 306 Sil 11.9 11.0 ПЕ 55) 
Poland 
IPOS 5 o o 5 Bo 1 770 13.4 9.1 6.0 ES 12.6 
НВ) 5 о сю ов 1979 12.8 12.1 82 5.0 1.6 
Виташа 
НЮ ею 10.5 Bee 
Imports... ... mee | 25.8 15.5 a 10.0 


Total six eastern 
European countries % 
Exports 
Imports 


Os BOP ROPE. open 


Soviet Union 
Exports 
Imports 


Total eastern Europe 
and Soviet Union 4 


Sources : National statistics, plans and plan-fulfilment reports; Rabotnichesko delo, 11 and 13 December 1963. 


@ Excluding Albania. 


and consumers’ manufactures. The Rumanian plan relies 
on large increases in exports of equipment and chemicals. 


Neither the data for 1963 nor the plans for 1964 are 
yet available in sufficient detail to permit firm conclusions 
to be drawn, but there do seem to be some signs of 
disequilibrium in the intra-CMEA market for equipment 
— with most countries planning large increases in exports 
but not commensurate increases in imports.1®° 


199 See also section 2 above and the Bulletin, Vol. 15, No. Il, 
section 3, on Hungarian export difficulties in 1963. 


It is difficult to foresee the likely regional pattern of 
trade growth in 1964, particularly in the absence of any 
quantitative indication of Soviet plans. In western Europe, 
increasing interest in the expansion of east-west trade 
is being shown in a number of countries, involving actual 
or planned relaxation of import restrictions (for example, 
in the United Kingdom and Italy) in return for assur- 
ances of additional export oportunities for the western 
European trade partners. Commercial credits and 
credit guarantee facilities are being expanded in the 
United Kingdom and elsewhere. The United States Gov- 
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ernment has made available export credit guarantee facil- 
ities for wheat sales, although most sales so far have 
been for cash; it has also granted a further interest-free 
credit of $61 million to Poland in February 1964 for 
purchases of foodstuffs (following $51 million granted in 
1963), of which half is repayable over the next three years 
and the remainder over 30 years after a two-year period 
of grace. The export expansion planned in Poland calls 
for a 20 per cent rise in exports to market economies 
against 121% per cent overall; and Czechoslovakia plans 
a 6.4 per cent rise in trade with market economies against 
3.7 per cent overall. Such bilateral agreements as have 
been published also foresee large increases in east-west 
European trade, as well as in trade between eastern 
European and developing countries.!*? 


The Soviet Union has bought some 14 million tons 
of grain in western countries in 1963, and some part of 
this will appear in the trade statistics only in 1964; 
western sources estimate Soviet gold sales in 1963 at 
$500 million, against some $200-270 million a year during 
1960-1962. It is impossible to judge how far these — 
partly linked — events may induce economy in other 
imports, at least from market economies, into the Soviet 
Union in 1964. In the longer run, the vast new pro- 
gramme of investment in the chemicals industry may be 
expected to lead to increased imports of chemicals equip- 
ment, and the improved credit facilities in several western 
countries already mentioned must tend to encourage this 


191 For example, Rumania-western Germany 30 per cent in 1964; 
Soviet Union-Italy 20 per cent in 1964, 25 per cent in 1965, 50 per 
cent 1966 to 1969; the Czechoslovak-Indian agreement (supported 
by a Czechoslovak credit of $25 million) foresees a doubling of the 
1963 value of trade turnover by 1966; for 1964 alone the Polish- 
Indian agreement expects an increase in trade of one-third, the 
east German-Indian a rise of 35 per cent, the Hungarian-UAR 
agreement a rise of 25 per cent, the Polish- UAR agreement 50 per 
cent, the east German-Cuban agreement 20 per cent, the Soviet- 
Cuban agreement 22 per cent supported by a credit of $159 million. 
Important, though not for 1964, is the long-term Soviet-Cuban 
sugar agreement: the Soviet Union will purchase in 1965 2.1 million 
tons of sugar, to be raised to 5 million by 1970. The price will 
remain constant — 6 US cents per pound — and payment will be 
made by deliveries of Soviet commodities. 


and other trade flows; but they may well have only a 
relatively minor impact on the 1964 statistics. 


So far as intra-CMEA trade is concerned, the new 
multilateral payments scheme introduced on 1 January 
1964 is intended to facilitate a more rapid growth, and 
more economic pattern, of this trade. The early months 
of 1964 should see the negotiation of margins of “extra” 
trade beyond those already covered by bilateral agree- 
ments among the CMEA member countries which will 
be subject to multilateral compensation on the basis that 
each country now has to plan a balance of payments 
(subject to any credit available) only with the CMEA 
area as a whole.'*? The longer-term work of the CMEA 
is beginning to be concentrated on the co-ordination of 
plans for production and intra-trade in various branches 
of activity for the period 1966 to 1970 (and in some key 
branches up to 1980); and during 1964 this is expected 
to cover particularly such products as crude oil, iron and 
steel, non-ferrous metals, basic machinery and equipment 
and the main chemical products.**? However, the Polish 
Deputy Prime Minister has recently stated that, since in 
many countries work even on the national 1964-1965 
plans is still not very far advanced, the first half of 1964 
will see the negotiation of preliminary bilateral trade 
agreements among the CMEA countries for the 1966-1970 
period without waiting for the CMEA to finish co- 
ordinating the national plans — in connexion with which 
only “the bilateral preparation of the premises for eco- 
nomic development in the years 1966-1970” can be 
expected during the first half of this year.’ 


192 See the Bulletin, Vol. 15, No. 1, section 3. Information becom- 
ing available since the above text went to the printer indicates that 
the negotiation of planned margins of “ imbalanced ” trade did not 
prove possible this year. 

193 See P. Jaroszewicz, Zycie gospodarcze, No. 4, 1964. An 
interesting proposal of Mr. Jaroszewicz is that “ international 
socialist associations or agreements of producers ” should supple- 
ment, and ensure more effective implementation of, intergovern- 
mental agreements on output and specialization. He indicated that 
32 per cent of machinery exports by Polish heavy industry in 1964 
(5.7 per cent of its output) would be under CMEA specialization 
agreements. 
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CHAPTER II 


Recent economic developments in western Europe 


INTRODUCTION 


Industrial western Europe maintained its 1962 rate of 
economic growth (as measured by aggregate national 
product) in 1963 even though the year began with so 
harsh a winter. Although investment demand remained 
weak in most countries, private consumption generally 
rose fast, as did public spending, both current and capital. 
The strong revival of export demand was a salient feature 
of the year, and largely originated in rising intra-western 
European trade, which was mainly due, in turn, to the 
inflationary expansion of imports into France and Italy. 
Partly as a by-product of the export recovery, private 
investment plans were becoming more buoyant towards 
the end of the year. 


Industrial production soon recovered from the winter 
setback and rose in 1963 by about 44% per cent above the 
previous year’s level in western Europe as a whole —a 
rate only slightly lower than in 1962. Industrial expansion 
slowed down in the European Economic Community 
(EEC) but accelerated in the European Free Trade 
Association (EFTA) largely because of the upturn in the 
United Kingdom. Within total industrial production, the 
growth of output of consumers’ goods — food and bever- 
ages and textiles — was faster in most countries. Рго- 
duction of capital goods stagnated in the first half of 
1963 or slipped back from the corresponding level of 
1962 in the majority of countries, but a general revival 
set in during the second half of 1963, reflecting the new 
strength of export demand and, in some countries, of 
private investment demand, too. The largest increase 
was in passenger-car production, which rose by 19 per 
cent above the 1962 level in the four major producing 
countries taken together ; and new registrations of pas- 
senger-cars in western Europe as a whole went up by 
some 18 per cent. Demand forecasts for 1964 suggest 
some acceleration in the growth of industrial production, 
which should be attainable by mobilizing existing idle 
capacities and with continuing productivity gains, al- 
though labour bottlenecks may develop later in some 
countries. 


The growth of the total employed labour force slack- 
ened and the number employed in manufacturing fell, or 
increased insignificantly, in nearly all countries. In general, 
however, labour scarcities did not hamper expansion in 
1963. Labour continued, it is true, to be in short supply, 
but several factors combined, as in 1962, to ease the 
scarcity. The release of workers from sectors where 
demand was weakening, or where there had been Jabour- 
saving investment in earlier years, has augmented the 
supply of manpower to expanding sectors; and in some 


countries the labour supply has been enlarged as a result 
of demographic developments, including immigration. 
Specific labour shortages nonetheless persist, and are 
increasingly concentrated in a few sectors such as mining, 
building and construction, and certain services. Recruit- 
ment of foreign workers to bridge the gap between 
demand and domestic supply, especially in the under- 
manned occupations, continued in 1963, but proved more 
difficult than in past years, partly owing to the high rate 
of repatriation of earlier immigrants — especially Italians. 


Price increases came to a halt or slowed down in 
countries where wage awards have been kept more or 
less in line with productivity gains. Ample supplies of 
agricultural products have also helped to moderate the 
rise in prices. Increases in the price level caused major 
concern only in France, Italy and Switzerland, and led to 
the adoption of stabilization programmes. More recently, 
however, the authorities in Belgium, the Netherlands and 
the United Kingdom have been worried by mounting 
wage pressures and the threat of a resurgence of price rises. 

Growth of western Europe’s exports and imports 
accelerated in 1963, mainly owing to an increase in intra- 
western European trade. On the whole, imports from the 
rest of the world rose faster than exports, and the region’s 
aggregate trade deficit went up by approximately $1.7 
billion. This increase was for the most part due to the 
rapid expansion of imports into France and Italy, while 
the trade expansion of the rest of western Europe, taken 
as a whole, was nearly balanced. The outlook for 1964 
is for some relaxation in the rate of growth of intra- 
western European trade, and for faster expansion of 
exports to the rest of the world. The probable net effect 
of these changes on total western European exports would 
appear to be a slightly slower expansion in 1964. Notwith- 
standing the deterioration in western Europe’s aggregate 
trade balance with the rest of the world in 1963, the 
region’s total gold and foreign exchange reserves increased 
by about $2 billion, thanks mainly to a net inflow of 
foreign capital. International reserves markedly decreased 
only in Italy, but those of the United Kingdom and 
Sweden were also reduced. In most other countries, a 
loss of reserves in 1962 was followed by a gain in 1963 
—and in France, despite the appreciable deterioration in 
the trade balance, reserves accumulated even faster than 
in 1962. 


Although forecasts for 1964 hold out the prospect of 
moderately faster economic expansion, their accuracy will 
depend, first, on whether France and Italy can bring 
inflation under control without seriously curbing their 


rates of growth; and, second—a related issue—on 
whether exports rise as anticipated. The prospects for 
1964 are also governed by uncertainty whether the 
economic policies already adopted (or to be introduced in 
the course of the year) to check the resurgence of wage 
and price pressures will be such as to cut back the growth 


1. NATIONAL OUTPUT AND 


National output in industrial western Europe as a whole 
rose by about 344 per cent in 1963. Despite the setback 
caused by the exceptionally severe winter of 1962/63, 
this was roughly the same rate as in 1962; and in a few 
countries the expansion was slightly faster than expected. 


Comparison of the cycle that began with the upswing 
of 1959 with its predecessor, which started generally in 
1954, discloses two major differences. The first is that 
during the fifties there was a very wide spread between 
growth rates, the highest being achieved by Austria, 
western Germany and Italy (three countries with par- 
ticularly favourable growth conditions), and the lowest 
by the United Kingdom, Belgium and the Scandinavian 
countries.1 Now, by contrast, growth rates have converged 
to the narrow range in 1963 of 3 per cent (the United 
Kingdom) to 5 per cent (Norway), disregarding the 
temporary setback undergone by Denmark. Forecasts for 
1964 envisage a general, if moderate, acceleration in the 
rise of national output — to about 4 or 444 per cent in 
the majority of countries. In the European Economic 
Community (EEC) countries as a group an increase in 
the rate of growth is anticipated from 4 per cent in 1963 
to 4.5 per cent in 1964, notwithstanding the retarding 
effects expected to result from the French and Italian 
stabilization programmes. 


The previously wide range of growth rates has narrowed 
because of a once-for-all deceleration in the fast-growing 
countries, where the scope for reattaining the high growth 
rates of the earlier years is now circumscribed by the 
same factors which kept growth rates relatively low in 
other countries during the fifties — notably labour scar- 
city; and also because of swifter expansion, due to factors 
discussed later, in most of the previously slow-growing 
countries. 


The second difference between the previous and the 
present cycle is that the period of deceleration from 
the peak rate achieved in 1955 lasted longer during the 
earlier cycle, ending in 1958 with growth rates of less 


1See Part 2 of the Economic Survey of Europe in 1961 (subse- 
quently referred to as the Survey for the relevant year), “ Some 
Factors in Economic Growth in Europe during the 1950s”, 
Chapter IT, Table 4. Growth rates measured in terms of compound 
annual percentage trend rates of growth of gross domestic product 
ranged in the period 1949 to 1959 from 7.4 per cent in western Ger- 
many and 6 per cent in Austria and Italy to 2.4 per cent in the 
United Kingdom. Among the factors accounting for the exceptional 
performance of the three fastest-expanding industrial countries were 
the process of recovery from war-time and postwar disruption, swift 
growth of the labour force and various special factors — such as a 
sharp increase in capacity utilization over the period and rapid 
technical progress and innovation, yielding exceptionally high re- 
turns to factor inputs until the end of the fifties. 


of demand to a level below that warranted by potential 
supply. Plainly, the maintenance of moderate and steady 
rates of expansion in the long run will depend largely on 
the elaboration and implementation of policies aimed at 
managing increases in money incomes and raising the 
elasticity of supply. 


THE SOURCES OF DEMAND 


than 3 per cent everywhere except in Austria, western 
Germany and Italy, and with decreases in national output 
in Belgium and the Netherlands. This time, the period of 
deceleration was shorter — generally only two years since 
the highest growth rates attained in 1960 or 1961. As 
shown in Table 1, in five countries — Austria, Ireland, 
the Netherlands, Norway and the United Kingdom — 
national output increased more in 1963 than in the pre- 
ceding year, the acceleration being particularly marked 
in Austria and the United Kingdom.’ In Belgium, Finland 
and Sweden rates of expansion were about the same as 
in 1962. In France and Italy, on the other hand, both 
of which experienced mounting inflationary pressures, 
and in western Germany, confronted with a long-term 
deterioration in conditions favouring growth and with a 
temporary weakening of: domestic demand, the rate of 
growth slackened further. Denmark saw a sharp reduc- 
tion of the previous year’s rate (by 70 per cent), as a 
result of anti-inflationary programmes adopted in 1962 
and 1963.3 


By and large the underlying determinants of expansion 
appear to have changed between the fifties and the sixties, 
both favourably and unfavourably. Favourably, in that 
policy-making, both on the national and international 
plane, seems to have improved; unfavourably, in that the 
problem of maintaining steady and moderately rapid 
growth, with only small additions to the labour force, 
while avoiding cost inflation or the need for general 
measures of demand restraint, has become common to 
most countries. The improvement in policy-making may 
to some extent account for the brief duration of the last 
slowdown, and for the swifter growth of economies which 
previously had low or erratic rates of expansion. In 
contrast with the policies pursued during the earlier boom, 
when many governments severely restricted global demand 
(sometimes relying excessively on monetary and credit 
restraint mainly affecting private investment), drastic inter- 
vention has been out of fashion in recent years. The 
principal reasons for this difference have been a more 
skilful and differentiated use of policy instruments and 
the more comfortable external margins for expansion 
enjoyed by most countries. The creation of international 


2 From virtual stagnation in 1962. 
3 бее the Survey for 1962, Part 1, Chapter II, р. 43. 


* The tendency during the fifties was to attempt to prevent inflation 
and/or balance-of-payments difficulties before limitations of physical 
supply set in. See, for example, the observation made in the SURVEY 
for 1956, Chapter III: “The manpower situation seems to have 
played an indirect rather than a direct role in slowing down industrial 
output, in that it has been one of the factors determining govern- 
ments to adopt disinflationary policies,” 


machinery for alleviating temporary payments disequili- 
bria has also helped by lessening the external payments 
risks associated with the maintenance of high domestic 
rates of expansion generated by internal demand. At the 
same time, however, labour scarcity has become chronic 
In most countries, with the result that the origin of 
inflationary pressures has shifted from excess demand to 
limited manpower supply; cost-push inflation already 
appeared in some countries in 1963 and is liable to occur 
in others in 1964, Meanwhile the greater interdependence 
of western European economies—and in particular 
among EEC members — makes it more important than 
in the past for rises in cost and price levels to be held 
in line with those occurring in competing countries. New 
policy instruments, acting directly on costs and the 
elasticity of supply rather than restraining the growth 
of demand, are consequently needed to achieve the joint 
objectives of growth and stability. 


The pattern of demand changed in the course of the 
recent boom and slow-down. It was a resurgence of 
exports to the United States and an investment boom 
— mainly in construction — that started the upswing of 
1959. In 1960 and 1961 extra-European export demand 
weakened and investment became the most dynamic 
factor in total final demand. Then investment activity 
slackened in all industrial countries in 1962 as a result of 
widespread excess capacity (the natural outcome of a 
three years’ investment boom in manufacturing, accom- 
panied since 1960 by a levelling off in the rate of growth of 
industrial production), declining profits and a worsening 
of business expectations. Export demand also slackened 
in five of the twelve countries shown in Table 1. Thus 
private and public consumption became the main sup- 
ports of the growth of national output, which slowed 
down from an average for industrial western Europe of 
414 per cent to 314 per cent between 1961 and 1962. 


In 1963 there was a further shift in the pattern of 
demand. Export demand revived in the majority of 
countries, and rose faster than national output in all 
except Finland,* thanks to strong import demand within 
western Europe and especially to the inflationary import 
expansion into France and Italy. To a minor extent, as 
shown in section 4, a slight expansion of extra-European 
demand, which had stagnated in 1962, also contributed. 
The expansionary effect of rising export demand was 
bound to be greatest in countries such as Belgium, Den- 
mark, the Netherlands and Norway, where the share 
of exports in national output ranges between one-third 
and one-half (see Table 2), and was sufficient partly to 
offset the sharp decline in investment and the levelling 
off in private consumer demand in Denmark. Inflation 
cut the rate of export expansion to less than one-half of 
the previous year’s rate in Italy but — somewhat sur- 
prisingly — did not prevent a steep increase of French 
exports (see section 5 below). 

As was foreseen in last year’s SuRVEY, the growth 
of total investment demand weakened further (although, 
as in 1962, by comparatively little in France and Italy) 
in all countries except Belgium, where it was faster, owing 


5 The recovery of demand for Finnish exports, mainly for those 
of the wood-processing industry, has been very recent. 


mainly to public construction, in Austria, where a very 
slight increase followed the absolute decline of 1962 (also 
owing to investment in construction), in the Netherlands, 
where both private and public investment rose quickly, 
and in Norway, where the 1962 rate of expansion was 
exceeded, entirely on account of increased investment in 
ships and other transport equipment. Investment in 
Ireland continued to grow at the high rates of recent 
years, but fell in Denmark and stagnated in Finland, 
after a very high rate of increase in 1962 in the former 
country, and for the second year in succession in the latter. 


Public consumption rose at a high—and generally 
rather steady — rate, and almost everywhere increased 
faster than national product, thus to some extent under- 
pinning the overall rate of growth.’ Public consumption 
expenditure rose much faster in France, but slowed down 
in western Germany and to less than half the 1962 rate 
of increase in the Netherlands.” Whereas wide fluctuations 
occur in rates of change of military expenditure — which 
accounts for a large share of total public consumption in 
the United Kingdom and in France — rates of increase 
of civil expenditure are comparatively steady, such fluc- 
tuations as occur being largely unrelated to overall cycli- 
cal developments or to counter-cyclical policies. The 
explanation is that the latter category of expenditure 
consists largely of outlays on justice and police, education, 
health,® and other social services which are independent 
of overall demand conditions and do not lend them- 
selves to short-term manipulation. In a way, public civil 
consumption consequently provides a built-in stabilizer in 
times of declining economic activity and employment. 
On the other hand, such expenditures can hardly be used 
effectively for restraining the expansion of aggregate 
demand, although appropriate timing of increases in 
wages and salaries paid by the general government, and 
of extensions of social welfare schemes, may serve as a 
useful supplementary regulator. 


Private consumption continued to expand in 1963 at 
a rate close to that of the two preceding years, particu- 
larly rapidly in France and Italy, and by more than 
national output, although less than exports, in the 
majority of countries. Its growth was, however, appre- 
ciably slower in Denmark, partly because of the intro- 
duction of a sales tax in August 1962 but also because 
of an only moderate rise in incomes, and in western 
Germany where the rise in wages and salaries had slack- 
ened and the personal savings ratio increased. But 
whereas private consumption had in 1962 contributed 
most to the increment of total demand in all countries 
except Belgium, the Netherlands and Norway, in 1963 
the recovery of external demand was such that, in spite 
of the sheer weight of private consumption in total 


‘The share of public consumption in gross national product 
ranges from 12 to 18 per cent. 

7 The increase in 1962 was exceptionally large, mainly due to 
additional military expenditure. In principle, the rise in public 
consumpticn is intended to be slower than that of GNP. 

8 It should be borne in mind, however, that the volume of public 
expenditure on health, in the category of public consumption, may 
vary greatly from country to country depending on whether these 
outlays are effected directly by the public authorities or via transfers 
to the private sector. 
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TABLE 1 


Supply and use of resources in certain western European countries, 1961 to 1964 


Percentage changes in volume over previous year 


Resources Utilization 
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demand (ranging between 57 and 68 рег cent), exports 
teplaced private consumption as the main support of the 
growth of aggregate demand in all countries except those 
with relatively low export ratios — France, Italy, Sweden 
and the United Kingdom. 


The offsetting effect of imports on the expansionary 
stimulus provided by rising export demand cannot be 
gauged merely by considering the contribution to the 
increments of supply and demand of the net balance — 
negative or positive, as the case may be. An upsurge of 
export demand, even if largely or entirely offset by 
imports, will improve business expectations and even- 
tually raise investment demand. In countries with a 
high foreign trade ratio the rise in exports will be accom- 
panied by (and require) a rise in imports on a scale 
determined by the import content of the export indus- 
tries and of the other sectors of demand stimulated by 
an export boom. What matters in this context is whether 
the contribution of the net balance to the growth of 
aggregate demand on domestic resources changes signi- 
ficantly from one year to the next. In fact, the rate of 
increase of imports slowed down very markedly in Den- 
mark,® among countries with a high trade ratio, so that 
imports provided practically no offset to the stimulus 
imparted by the export expansion to the growth of out- 
put (see Tables 1 and 2). In Norway there was a large 
shift from a negative to a positive balance. In Belgium 
and the Netherlands there was a marked change in the 
opposite direction. Among the other countries, only in 
Italy was there an increase in the volume of imports 
large enough to offset (50 per cent) the increase in 
demand generated by total consumption, gross fixed 
investment and exports. Owing to inflationary conditions, 
and the resultant strain on resources, this huge increase 
in demand could not have been met from domestic 
resources. In France, despite inflationary pressures, the 
offset provided by import expansion was less than 30 per 
cent, and did not change from 1962 to 1963. 


In sum, investment demand continued to weaken for 
the second year in succession in all but four of the indus- 
trial countries of western Europe, while the growth of 
exports, concentrated within western Europe (see section 
4), became not only the most dynamic sector of demand 
but also contributed most to the expansion of national 


® Owing to de-stocking, smaller agricultural imports following 
a particularly good harvest, and — as already mentioned — the 
decline in investment in transport equipment. 


output in the majority of countries —i.e. those with a 
high export quota. The strength of private and public 
consumption demand was generally maintained. 


The components of investment demand 


The slackening of total investment demand did not 
affect its broad categories uniformly. National accounts 
data for 1963 are still too incomplete to permit an assess- 
ment of the volume of investment in dwelling construc- 
tion, other construction, and machinery and equipment 
separately or of private and public investment. The 
indicators shown in Table 3 are also unsatisfactory in 
that no prectse evaluation of the rate of growth of invest- 
ment in dwelling construction can be derived from them; 
and data on the scale of non-residential building in 1963 
are scarcer still. In estimating changes in investment in 
machinery and equipment and in stocks recourse must 
be had to qualitative information. 


The year’s totals for investment in housebuilding were 
affected in all countries by the bad weather that marred 
the first quarter of 1963. Large arrears persisted almost 
everywhere, and the subsequent level of activity in this 
sector — and hence the results for the whole year of 
1963 compared with 1962 — were determined in varying 
degree by labour scarcities and measures of demand 
restraint in the building sector, consisting either of tighter 
licensing policy or of limitations on the supply of public 
funds. Labour shortages slowed down investment in house- 
building in Switzerland, and excess demand in the building 
market led to the announcement in January 1964 of a 
major programme of building restrictions, which is 
reviewed in section 5. In Norway, Denmark and western 
Germany restrictive measures resulted in a lower level of 
housebuilding than last year.1! Although more dwellings 
were completed in Finland in the first nine months of 1963 
than in the corresponding period of 1962, the decline in 
authorizations in the first half of 1963,1? both for dwell- 
ings and for other sectors of construction, suggests that 
the building industry may be moving towards a reces- 
sion. In the United Kingdom, on the other hand, 
although rather fewer houses were completed in 1963 


11 п western Germany federal funds for the financing of social 
housing were curtailed. 

12 Tax reliefs for dwelling construction were reduced at the end 
of 1962, and the generally recessionary conditions reduced the supply 
of private finance. 
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Notes to Table 1 


Sources: Data for 1960-1962 from: Austria — Statistische Ubersichten; 
Belgium — Etudes Econométriques, No. 4, 1963; Denmark — Statistisk drbog, 
1962; Finland — Ekonomisk dversikt, 1963; France — Les comptes de la Nation 
de l'année 1962; western Germany — Wirtschaft und Statistik, No. 10, 1963 and 
No. 1, 1964; Ireland — National income and expenditure, 1962; Norway — Econo- 
mic Survey, 1963; Sweden — Revised National Budget, 1964; data supplied by 

jay, 

ЕН for 1964, and preliminary results for 1963 from: Austria — Monats- 
berichte des Osterreichischen Institutes fiir Wirtschaftsforschung, December 1963 
and Beirat fiir Wirtschafts- und Sozialfragen, Untersuchung iiber die Preis- und 
Einkommensentwicklung, Vienna 1964; Belgium — Banque nationale de Belgique, 
Rapport 1963 and Budget économique de 1964; Denmark — Statistiske Efterret- 
ninger, No. 9, 1964; Finland — Ekonomisk éversikt, 1963; Tilastokatsauksia, 
Statistiska Oversikter, No. 3, 1964, and Helsingin Sanomat, 21 February 1964; 
France — Comptes prévisionnels de la Nation pour 1963 et principales hypothéses 
économiques pour 1964; western Germany — Wirtschaft und Statistik, No. 1, 
1964, and EEC: The Economic Situation in the Community, March 1964; Ireland — 
OECD, Economic Surveys by the OECD : Ireland, 1964; Italy — Relazione generale 
sulla situazione economica del Раезе (1963), and EEC op. cit.; Netherlands — 
Centraal Economisch plan 1964 and EEC, ор. сй.; Norway — Economic Survey 1963 


and Om nasjonalbudsjettet, 1964; Sweden — Revised National Budget, 1964; United 

Kingdom — Economic Review, February 1964; data for EEC are from — EEC, 

The Economic Situation in the Community, March 1964. 

@ Buildings only. Other constructions and works are included with machinery and 
equipment. 

b Gross-gross concept. 

с Excluding repairs and maintenance, which are included with other construction. 
Data for residential and other construction including repairs and maintenance 
are: 1961: 10.7; 1962: 4.7; 1963: —2.2. 

@ Including changes in stocks. 

€ French national accounting concept; imports relate to commodity trade only; 
exports include balance of services. The breakdown of gross fixed investments 
is calculated according to OECD concepts. 

f Including ships. Data excluding ships are, for total gross fixed investments: 
1961: 5.3; 1962: 6.7; 1963: 4.4; 1964: 1.5; and for machinery and equipment: 
1961: 5.6; 1962: 7.1; 1963: 3.8; 1964: 0.5. 


9 Net exports. 
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TABLE 2 


Contribution of the main elements of final demand to the increment of national product 
in selected western European countries, 1959 to 1963 


Percentages 

ae zs —e 1959 1960 1961 1962 1963 a - а 1959 1960 1961 1962 1963 

Austria Belgium 
Private consumption ...... 62 624 142 47 Sie >) 95 71 68 Е) 5 69 ПА 6 
РобИс сопзитариов eee 14 13 @ 9 1 5 6 к 12 13 35 5 4 (Sets 
Gross fixed investment ..... Ih, 25 48 34 36 —22 4 18 19 82 34 ils 7 14 
(СЕ 9$ а ообоане 2 24 8 43 —23 —78 — 1 —13 17 2. —4 — 
Exports of goods and services DS 25а 100 33 т 105 33 36 ви И 93 99 100 
less imports of goods and services 24 244 208 УЙ 26 80 33 36 234 85 84 95 110 
Net exports orimports ..... — —#;|—107 —24 2 25 we — — | —152. —8 9 4 —10 
ОА < Piensa es 100 1004 100 100 100 100 100 100 100 100 100 100 100 100 

Denmark ? France © 
Private consumption ...... 61 61 55 47 78 83 4 71 72 52 48 85 7 hl 
Publiciconsumption smear mens 1 19 11 8 14 16 41 5 4 12 1 4 4 8 
Gross fixed investment ..... 25 26 Salil 43 39 —40 21 22 1618 47 26’ 27 
(ОЕ ИЯ 969 < ов mean ar ene 2 46 24 -35 23 —150 1 1 —50 27 —37 15 -7 
Exports of goods and services . . 31 29 33 44 28 38118250 14 13 Sil 30 20 2; 19 
less imports of goods and services 31 29 101 55 29 100 —4 11 12 —18 25 19 23 a0 Эй 
Net exports or imports ..... —- — —68 —11 -1 —62 254 3 1 69 5 1 —20 —19 
enw eat owe Oe 100 100 | 100 100 100 100 100] 106 100 | 100 100 100 100 100 

Western Germany Italy 

Private ФОБИЙ с оообво 5 48 48 77 84 51 62 74 4559 58 70 5121 
РНБПе сопоитрыодь see 13 15 16 12 20 38 28 14 Son 13 8 103 12 
Gross fixed investment ..... 28) 25 41 30 41 32 14 Anil 24 28 47 33 ЕЕ 79 
О Я < 6 оовособ 2 1 4 19 —20 —13 1 1 2 50.13 Peal —3 -7 
Exports of goods and services yy 9X0) 50 40 15 77 70 15 18 33 45 35 38 24 
less imports of goods and services 21 19 59 49 3D 63 64 13 19 1 5 33 49 79 
Менехрог ов таро enn 3 1 —9 —9 —18 —41 6 2, — sy ei! 2 —11 —55 
ПОТА че. Ae 100 100 100 100 100 100 10 100 100 100 100 100 100 100 

Netherlands Norway 2 
Private consumption peat a 58 59 5, и 87 90 80 54 54 64 61 53 58 46 
Public consumption ея 13 15 —3 10 17 31 11 11 13 24 3 10 20 15 

Gross fixed investment .... . Me 9 5 ahi 48 39 34 364 374 —424а 14а 574 644 474 
ChangessintstOckaa Зо оо ооо 1 2 И ОИ 10 32 -1 —21 —19 
Exports of goods and services 52 53 В TR eee ey 1039) Е: 72 105 
less imports of goods and services 47 53 123 97 124 134 106 39 39 60 78 78 9392. 
ОЧ ФИО о ооо 5 — —10 —17 —44 2 —18 —1 —3 43 —10 —20 —21 12 
LOTAUS Ree ae aot ar ey eee 100 100 100 100 100 100 100] 100 100 100 100 100 100 100 
Sweden 8 United Kingdom 

Private consumption а MEM. 56 54 3) = WS 46 59 68 66 67 80 56 41 368 875 
Public consumption. ...... 13 14 12 7 12 22 23 17 16 6 8 26 149 13 
Gross fixed TIVES LIN CT досье Si 8S) 45 30 35 47 34 15 17 32 34 44 -165 — 
в — — —2 64 —7 28—26 1 — 939 № —36 №3108 
Exports of goods and services 20 20 оон, тб sO) |e И 24. Ze play а 
less imports of goods and services 2. 79 16 095 2 41 39 22 22 38 6! —5 121 25 
Net exports ог imports ..... —  — 6 —26 14 — = 1 -1l —27 —36 26 (NS 
WT ORAL И ek Sothys 100 100 100 100 100 100 100] 100 100 100 100 100 100 100 


Sources : As for Table 1, 
@ 1962. 
© Gross-gross concept. 


с French national accounting concepts; imports relate to co: i 
г 1 mmodity trad : 
exports include balance of services. Baden h 


@ Including ships. 


Denmark 4 


оао ен: 


Under construction ® 


Completions’... бов 


Finland 


Authorizations ..... 


Under construction ® 


CompletionSigs as cg: a 


France 


Authorizations ..... 
Completions 3)... a). 


Western Germany 
(including Saar) 


Authorizations ..... 
@ompleions a +... . 


Ireland с 


Italy @ 


NUtHOTIZAONS ль: а. 
Овен р ees 


Netherlands 


Authorizations ..... 
СЕН клена а ИЕ 


Under construction 8 


Completions в. 


Norway 


Authorizations ..... 
а aes 


Under construction ? 


Bompletions ое = 


Portugal ¢ 


Conpleions: 2.5... 


Spain с 


сомони абы 


Sweden 
Starts 
Under construction 8 


Сорос 


Switzerland 7 


Authorizations’... . . 
Gompletions и... о 


United Kingdom 


SLARUS еле 


Under construction ? 


Completionswarees a.) 


1961 1962 
26.9 27.8 
30.5 32.3 
24.3 25.9 
43.7 54.6 
32.6 43.7 
37.3 37.5 
362.9 427.2 
316.0 308.9 
629.0 626.7 
543.4 553.2 
6.3 8.0 
32 6.3 
285.4 345.0 
186.5 225.2 
101.1 81.7 
101.8 91.9 
105.8 44 12253 
82.7 78.4 
29.4 JIS) po 
28.9 29.6 
26.3 27.8 
28.3 27.8 
29.8 29.0 
121.8 147.9 
76.4 92 
82.5 99.5 
73.8 ee 
28.7 2519 
24.0 23.6 
320.1 333.4 
302.6 322.4 
303.2 ae Lon, 


1963 


28.0 


187.0 


85.6 
104.0 
81.1 


26.4 
20.1 


Sido 
SEMI 
307.7 


TABLE 3 


27.8 


12.8 
78.8 
16,5 


6.9 
4.3 


73,3 
305.6 
70.7 


п 


Sil? 


24.4 
84.4 
18.8 


7.0 
6.9 


90.0 
317.0 
78.1 


Thousands of dwellings 


Dwelling construction in selected western European countries, 1961-1963 
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1962 
ш 


IV 


38.5 


8.3 
89.6 
18.2 


5) 
4.5 


54.1 
327.9 
48.6 


1963 change 
II ш ТУ 18s 
1962 
7.4 7.0 7.6 —8.3 
31.0 31.4 32.4 0.3 2 
5.8 6.6 6.7 —1.2 
8.7 9.1 15.2 | —29.5 
41.4 40.9 39.3 | —10.1° 
8.7 9.2 16.0 13.3 
120.9 146.2 151.1 23.1 
278.0 8.6 
145.6 157.4 ИЕ —11.0 
64: 38]207700:328.3 —0.3 
De) 2.9 2.5 18.8 
ТЕ 1.9 Pi 20.6 
104.6 96.3 99.6 14.3 
53.2 53.6 74.2 3.8 
16.9 22.9 26.5 6.5 
29.5 25.2 255 р] 
135.2 38:8 136.3 11.42 
23.3 PINS 27.9 3 
Thi 7.4 7.4 —6.9 
Wes) ee 7.0 | —11.8 
26.7 27.6 24.9 | —10.42 
6.3 6.3 9.5 32 
7.4 del 6.9 —3.5 
38.7 43.4 66.4 26.4 
231 257 28.5 —7.1 
94.6 102.5 104.0 4.56 
18.1 17.8 2) 8.0 
US) 6.7 6.3 1.9 
55 4.4 5.7 | —14.8 
112.0 1097 101.3 13:1 
360:7 386.383 91.7 2155 
Ут 84.1 95.9 —1.9 


_ акки nn 855 к оокококок Иж 
@ Towns and districts with over 20,000 inhabitants (comprising about 65 per cent 
of total). 
€ Dwellings for which an occupation permit has been issued (comprising about 
75 per cent of total). 
Ff 65 towns (comprising about 50 per cent of total). 


Sources: ECE, Quarterly Housing Construction Summary for Europe, and 


national statistics. 


@ Towns and urban districts (comprising about 80 per cent of total). 


Ь End of period. 


с State-aided (comprising about 90 per cent of total in Ireland, and 75 per cent 


in Spain). 


Page 8 — Chapter II 


than in 1962 (owing to the setback of the first quarter), 
the number under construction increased steadily during 
the year and at the end of 1963 was higher than at any 
time since the war. 


Employment in the building sector increased in 
France, and the number of dwellings completed in 1963 
was 336,000 compared with 309,000 in 1962. It was 
originally expected that 360,000 dwellings could be com- 
pleted in 1964; this is far below the estimated minimum 
requirements of 420,000-450,000 per annum and it is 
doubtful whether even this number can be attained in 
view of the recent government decision to raise the share 
of personal savings in the financing of housebuilding. In 
the Netherlands, housebuilding was given first priority by 
the Government which took office in the summer of 
1963, and completions were at about the same level as 
in 1962, despite considerable winter delays. Other indi- 
cators, including an increase in building labour, also 
point to a substantial increase in 1964, the building pro- 
gramme for which aims at the completion of at least 
90,000 new dwellings, or about 10,000 more than in 
1963. Investment in dwellings in Sweden rose by nearly 
6 per cent between 1962 and 1963 (or by 3.5 per cent if 
maintenance is included), compared with a rise of 7.5 
per cent between 1961 and 1962 and a 10 per cent 
increase forecast for 1963.13 The number of starts was 
reduced by weather conditions in the first quarter and 
building took longer because of the difficulty of recruit- 
ing enough building workers in the second half of the 
year when demand for labour was generally high. It is 
Officially expected that investment in dwellings (exclud- 
ing maintenance) will increase by 2 per cent between 
1963 and 1964. 

Investment in industrial building was probably lower, 
in general, than in 1962. This is suggested by available 
data on authorizations and may be deduced from the 
general weakening of private investment demand and the 
likelihood — supported by some evidence given below — 
that there has been а shift towards labour-saving invest- 
ment within the volume of total private investment. The 
recent improvement in the outlook for private invest- 
ment demand will eventually also tend to strengthen 
demand for industrial buildings as and when the need 
for enlarging capacities arises. 


Little precise information is available on investment 
in all other construction, which is undertaken largely by 
the central and local authorities. The high priority 
accorded in most countries to social investments such 
as the construction of schools and hospitals and to 
road-building, and data on general-government invest- 
ment for a few countries, suggest that investment in this 
category of construction continued to expand. In the 
United Kingdom the consequences of an accelerated 
public investment programme are now becoming appa- 
rent. The volume of public investment in the year ending 
in March 1964 was intended to be about 20 per cent 
greater (the actual increase will probably turn out rather 
lower) than in the previous year, and a further rise of 
7 per cent (over the planned 1963/64 programme) is 


13 See The Swedish Economy, Preliminary National Budget 1964, 
National Institute of Economic Research, Stockholm. 
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scheduled for 1964/65. In France a rate of increase of 
public investment of 12.5 per cent in 1963 is to be 
followed by a continued rapid growth in 1964 (in both 
years more rapid than that of any other sector of 
demand), reflecting the priority attached to investments 
in roads, schools and telecommunications. In Sweden, 
too, investment in public construction — excluding in- 
dustrial building, which has increased a little — rose by 
10 per cent (including maintenance), owing to a very 
sharp increase in local government expenditures. A slow- 
down in the rate of expansion to some 8 per cent 1$ 
anticipated for 1964. 

In some other countries the re-emergence of inflation- 
ary pressures may slow down previous or planned high 
rates of expansion in this sector as the authorities 
attempt to spread their investment projects over longer 
periods. Thus, the Finnish budget for 1964 provides for 
the maintenance of public investment at the 1963 level. 
In the Netherlands the rate of increase slowed down in 
1963 as compared with that of 1962, but was earlier 
expected to accelerate again in 1964. However, while 
supply conditions in the building industry in 1964 may 
permit a substantial increase in public construction, the 
recent burst of wage awards has induced the govern- 
ment to curtail somewhat investments directly or indi- 
rectly dependent on it and to request local authorities to 
postpone part of their investment projects. 


This raises the general question of the appropriate use 
of public investment — and of public construction as its 
main component — as an instrument of counter-cyclical 
policy. As was pointed out in a previous SURVEY,** even 
though the scale of public investment is determined 
largely by social and other — partly non-economic — 
considerations, considerable scope remains for adjusting 
the timing of public construction projects to the require- 
ments of the short-term economic situation. It would 
appear, however, that pressure in the building sector is 
usually allowed to mount to a point where competition 
for building resources between the private and public 
sectors results in acute labour shortages and sharp 
increases in building costs, which are then abruptly 
remedied by severe building restrictions. This creates 
uncertainties in the building market which are far from 
conducive to the investment necessary to increase the 
elasticity of supply. Policy measures which may be appro- 
priately devised to prevent the development of excess 
pressure in the building sector, and which would permit 
a steadier expansion of building activity, are discussed 
in section 6 below. 


Investment in machinery and equipment was character- 
ized, at least in the earlier part of 1963, by a continuation 
of the weakening tendencies prevailing in 1962. Owing 
to factors already mentioned above, and which were 
analysed in detail in the Economic Survey of Europe in 
1962,15 the behaviour of investment in this sector has 
generally varied from country to country from a very 
marked further slow-down to a halt or even an absolute 
decline. However, the investment climate began to change 


и See Survey for 1959, Chapter VI, “ The economic significance 
of the public sector in some western European countries ”. 


15 Part 1, Chapter II, pp. 10-14. 
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in the latter part of the year, which suggests that the 
deterioration has been checked. 


_ Indeed, a number of signs seem to point in the direc- 
tion of an impending revival. First — and probably most 
important — business expectations have improved in a 
number of countries as a result of the revival of export 
demand and generally greater confidence in future eco- 
nomic expansion. This is likely to affect investment in 
the export industries first, but subsequently also that 
undertaken by the investment-goods sector. The con- 
tinuing buoyancy of consumer demand is also contribut- 
ing to the generally more optimistic mood. Signs of a 
change in investment intentions are plainest in western 
Germany, the Netherlands and the United Kingdom. In 
the first country, the latest inquiry into business inten- 
tions indicates that industry (excluding construction, 
public energy supply and aviation) intends to raise its 
investment by some 5 per cent above the 1963 level in 
1964.18 Moreover, the flow of new domestic orders to 
investment-goods industries rose quite briskly towards 
the end of 1963, although this has not yet been reflected 
in increased investment outlays. In the Netherlands, fixed 
capital formation by enterprises was officially forecast to 
rise by 7 per cent above the 1963 level,” but here again 
the suspension early in 1964 of accelerated depreciation 
allowances and the recently established credit ceiling may 
render such a forecast over-optimistic. Estimates by the 
Board of Trade, based on forecasts supplied by com- 
panies participating in its inquiry into investment inten- 
tions, suggest that in the United Kingdom total capital 
spending by manufacturing, distributive and services 
industries may rise by some 10 per cent in 1964 — more 
than twice the rate forecast in the summer of 1963 — 
and very tentative estimates for a second year ahead 
(requested from the enterprises for the first time) point 
to a similar rate of expansion in 1965.18 In France, оп 
the other hand, investment intentions for the next year 
were a little more pessimistic in November 1963 than 
twelve months earlier, the change of mood being most 
pronounced in the metal-producing industries. Invest- 
ments planned for 1964 in the industrial sector (excluding 
building, public works and petroleum) are estimated to 
represent a decline of between 2 and 7 per cent from 
the 1963 level.1® The width of this range of expectations 
may be partly due to the difficulty of ascertaining how 
much investment finance will be available. In Austria, 
too, industry’s investment forecasts are predominantly 
pessimistic. Of the businessmen questioned, only 13 per 
cent intend to invest more than in 1963, and 43 per cent 


16 See IFO, Schnelldienst, 10 January 1964. 

17 Central Planning Bureau; Macro-economische ramingen voor 
1963 en 1964. | 

18 Board of Trade Journal, 17 January 1964. The industrial inquiry 
carried out by the National Institute of Economic and Social 
Research in December 1963 reports a sharp increase in domestic 
orders to the mechanical-engineering, electrical-engineering, motor- 
vehicles and other metal-using industries. This, and indications that 
the majority of engineering firms now expect to raise their capital 
expenditure, is further evidence of the beginning of an upswing 
in fixed investment in plant, machinery and vehicles. (National 
Institute of Economic and Social Research, Economic Review, 
February 1964.) 

19 See INSEE, Etudes et Conjoncture, Supplément 12, 1963. 


less, the investment prospects of the investment-goods 
industries being particularly unpromising. Since these 
forecasts are little different from those at the end of 
1962, investment is expected to decline further in 1964.2° 


The second factor likely to contribute to an improve- 
ment in the investment climate is that the margin of idle 
industrial capacity is probably beginning to narrow again, 
after growing between 1960/61 and 1963. As has been 
pointed out in the study on economic growth in Europe 
already mentioned,” a number of conceptual difficulties 
make it impossible to attach any precise meaning to the 
terms “full” or “normal” capacity working; and there 
are also many practical problems in measuring and 
comparing capacity utilization. Moreover, persistently low 
capacity operation in a branch need not necessarily reflect 
inadequate demand but may result from the existence of 
inefficient units of production (see section 2). However, 
when the degree of capacity utilization falls throughout 
the branch, it is safe to conclude that demand has risen 
too slowly in relation to the capacity created by previous 
investment. Consequently output falls below its potential 
level and the incentive to embark on new investment 
projects is weakened. On the other hand, a rapid rise 
in output is possible when demand recovers, provided 
the labour supply is sufficient, quantitatively and qualita- 
tively, to bring technical capacity into “full” operation. 


A British inquiry shows that the acceleration in the 
rise of output towards the end of 1963 was reflected 
in an increase in the average level of capacity utilization 
in the engineering industry from below 80 per cent at 
the end of 1962 to about 82 per cent at the end of 1963.?? 
If current forecasts of the rise in output in 1964 mate- 
rialize, a further increase in average capacity utilization 
to about 85 per cent by the end of 1964, even when 
additions to capacity during the year are taken into 
account, would result. This would be the same degree of 
capacity utilization in the engineering industry as that 
obtaining during the previous peak in 1960/61. For 
industry as a whole the inquiry conducted by the Federa- 
tion of British Industries in February 1964 shows a 
decline in the number of firms working below capacity, 
although still at 50 per cent compared with 40 per cent 
at the height of the last boom in June 1960.** 

In France, where demand remained strong and where, 
in contrast with other countries, the expansion of output 
quickened in 1962 and was still relatively fast in 1963, 
the proportion of enterprises reporting that they were 
unable to produce more even if orders increased con- 
tinued to rise between June and November 1963. Diffi- 
culties arising from scarcities of equipment are not report- 
ed to have worsened in the course of 1963, but the 
number of firms reporting such difficulties was greater 
than in mid-1962. Conversely, strains caused by labour 


20 See Monatsberichte des Osterreichischen Institutes fiir Wirt- 
schaftsforschung, December 1963. The weakness of industrial 
investment demand is partly attributed to the setbacks undergone 
by industries exporting certain basic materials. Since these industries 
are highly capital-intensive, changes in their capital outlays have a 
marked effect on total investment. 

21 SuRveEY for 1961, Part 2, Chapter IV. 

22 National Institute Economic Review, loc. cit. 


28 See press release of the FBI, 13 February 1964. 
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shortages seem to have diminished, judging by a slight 
decline between June and November 1963 in the pro- 
portion of firms stating that: labour shortages were an 
obstacle to expansion.** 

Fuller statistics on capacity utilization, for what they 
are worth, are available for only four countries. The 
following figures for western Germany point to a con- 
tinuing decline in capacity utilization since 1961. 


Percentage change from the previous year 


1960 1961 1962 1963 

All manufacturing. .. +3.9 —2.3 —2.5 —3.4 
Basic materials and 

producer goods . . +9.0 —1.8 —2.6 —1.9 

Investment-goods .. +3.7 —3.3 —4.8 —7.3 

Consumer-goods. .. +1.3 —3.1 —1.1 —3.0 


Source; Deutsches Institut fiir Wirtschaftsforschung, Wochenbericht, No. 3, 
17 January 1964. 


Nonetheless, the rate of decline slowed down during 
1963. Thus for industry as a whole average utilization 
was only one per cent less in the fourth quarter of 1963 
than a year earlier, while the difference in the second 
quarter was still 3 per cent. The improvement was 
greatest in the basic-materials sector, mainly owing to 
the unfaltering expansion of chemicals production. Idle 
capacity had risen most in the investment-goods industry, 
but there, too, the increment between the 1962 and the 
1963 levels was appreciably less in the fourth quarter. 


Capacity utilization in Austrian manufacturing industry 
has hardly changed (see figures below) except for a 
further decline in the investment-goods industries asso- 
ciated with the continuing weakness of investment demand 
already mentioned.?®> An average degree of capacity utili- 
zation of 85 per cent is taken to indicate that productive 
machinery is almost fully employed, the average capacity 
reserve of 15 per cent being more apparent than real 
for individual branches. It is said, for example, that 
output in capital-intensive branches can come closer to 
the limit of capacity than in labour-intensive branches 
which are liable to encounter labour scarcity as they 
approach their technical limit of capacity. 


Percentages in November of each year 


1962 1963 

All manufacturing industry .... 86 85 
Вазс-таема 6 5 5 6 5 o BO 92 92 
Investment-SOOdS! een eee 84 81 
Gonsume4r-cOOdS) anne eee 85 85 


Source: Monatsberichte des Osterreichischen Institutes fiir 
Wirtschaftsforschung, December 1963. 


The reduction in profit margins, one of the factors 
weakening the incentive to invest, has probably also 
slowed down or ceased in a number of countries, either 
because — as in Austria, western Germany, the Nether- 
lands, Norway and the United Kingdom — the rise in 
industrial wage-costs has recently slackened or been 


24 INSEE, op. cit. 


cs ae Capacity utilization fell steeply in foundries, metal-making and 
in the vehicles industry. 


arrested (see Table 23 below), or because investment in 
rationalization has yielded larger gains in productivity. 


In this context, a question of wider importance may be 
raised — namely, whether the emphasis of investment has 
shifted towards primarily labour-saving ригрозез.?° The 
answer to this question has implications for the future 
growth of output in industrial western Europe, where — 
with only small additions to the labour force, shorter 
working hours and rising wages — the rate of expansion 
will increasingly depend on the supply side, and hence on 
a high level of primarily labour-saving investment and on 
others factors promoting a high return to factor inputs 
such as the rate of technical progress, improvements in 
the quality of the labour force,?’ and the elaboration of 
appropriate economic policies, some of which are dis- 
cussed in section 6. 


There are frequent reports that the emphasis on ration- 
alization investment has increased in recent years. Al- 
though this might be expected — as a rational adjustment 
to labour shortages and rising wage-costs — such a res- 
ponse on the part of entrepreneurs cannot always be 
taken for granted. In the United Kingdom, for example, 
it has been stated that “the typical reaction to labour 
scarcities has been an increase in prices rather than an 
intensified drive to introduce labour-saving devices...” 
and that “the need is for policies which, by their very 
nature, tend to discriminate in favour of creative, efficient, 
low-cost firms ”.?8 The National Economic Development 
Council has given as one of the reasons for the inadequate 
increase of this type of investment the fact that in a period 
of strong demand and high profits there is little incentive 
to reduce costs and a tendency to hoard labour, but that 
when demand is low and profits are being squeezed entre- 
preneurs may be reluctant to spend on research, on better 
techniques and on labour-saving investment, while labour 
is more opposed to the introduction of labour-saving 
methods when alternative jobs are зсагсе.2 


In a number of other countries, however, there is some 
evidence supporting the claim that rationalization invest- 
ment is gaining in importance. Several studies of the scale 
and effects of labour-saving investment have been pro- 
duced in western Germany,*° where the issue has at- 
tracted much attention in the context of the radical 
change from the rapidly growing labour supply of the 
years prior to 1956 to the present situation of actual and 
prospective labour scarcities. The very rapid rise in 


ae There are, of course, no investments which serve exclusively 
substitution purposes or result wholly in enlarged capacities, just 
as there are no replacement investments which do not at the same 
time increase capacities and substitute for labour. 


21 Cf. Survey for 1961, Part 2, Chapters У and VI. 


as See T. Barna, Investment and Growth Policies in British Industrial 
Firms, Cambridge University Press (for the National Institute of 
Economic and Social Research), 1962, p. 60. 


*° Conditions Favourable to Faster Growth, HMSO, 1963. 


г See Deutsches Institut fiir Wirtschaftsforschung: “ Arbeits- und 
Kapitaleinsatz in der Industrie der Bundesrepublik” and “ Die 
Einsparung menschlicher Arbeitskraft in der westdeutschen Indu- 
зе”, Wochenbericht, 10 October 1958 and 8 September 1961: 
and К. Krengel, Arbeitszeit und Produktivitdt (Untersuchungs- 
ergebnisse Wissenschaftlicher Forschungsinstitute, Vierter Band) 
December 1962. : 
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labour productivity in the fifties 31 was associated with 
exceptionally large additions to the labour supply (the 
change in the pattern of employment facilitated by them, 
the high quality of most immigrant labour, and the moder- 
ate increase in money wages which kept profits and 
investment high), and also with the increase in capacity 
utilization during the decade.* If productivity is mea- 
sured in terms of hours worked in industry per DM 1,000 
of output at constant prices, the ratio for industry as a 
whole declined from 203 in 1950 to 111 in 1960 (that is 
productivity almost doubled); but whereas the average 
annual decline was of about 5 per cent when conditions 
were particularly favourable between 1950 and 1956 
(before working hours were shortened), it quickened to 
6 per cent between 1956 and 1958 and to 8 per cent 
between 1959 and 1960. It is concluded that “such a 
development would not have been possible without a 
rapid rationalization process ”.зз ° 


The existence of estimates of western Germany’s capi- 
tal stock makes it possible to measure the contribution 
of various factors to the growth of labour productivity. 
The figures below show that the growth of labour pro- 
ductivity was mainly due to the improvement in capacity 
utilization until 1956, but almost entirely to an increase 
in capital intensity since then. 


Annual percentage rates of increase 


1950 1956 

to to 

1956 1962 

Output per person employed ........ 4.7 3.8 
Contributing factors: 

Capitalintensityer ay Ot cee 2 Se 0.8 5:3 

Change in capacity utilization ...... К Ll 

О В Л О ey. Go ears 0.7 0.4 


Source : R. Krengel, ор. cit. Data for 1956-1962 supplied directly by the author, 


As can be seen from the table, the contribution of the 
structural effect was relatively small — and declining — 
between the two periods. The “ structural effect” has 
been calculated on the basis of a breakdown of industry 
into 40 branches, in terms of the effect on total industrial 
output of differential growth rates of industries with high 
or low average capital/output ratios.** The study from 
which these figures have been taken 3° also shows a close 
association in individual branches between low average 
capital/output ratios and low capital intensity, and vice 
versa. The relatively small positive “structural effect ” 
thus seems to indicate that within a generally rising trend 


31 Faster than in any other western European country. 

32 See the SurveY for 1961, Part 2, Chapters II and VI. 

33 See, for the figures and quotation, R. Krengel, op. cit. 

за For each branch, divergences over time from the optimal 
(lowest) average capital/output ratio were assumed to be determined 
by changes in the level of capacity utilization. Since the (also 
optimal) average capital/output ratio varies considerably from 
branch to branch, a structural effect for industry asa whole arises 
from different rates of growth of industrial branches with high 
or low average capital/output ratios. If the growth of branches 
with a low capital/output ratio is faster than that of other 
branches, there is a positive structural effect on total industrial 


production. 
35 Krengel, op. cit., Table 11. 


in capital intensity there has been a shift of output 
towards less capital-intensive branches, although this shift 
seems to have been less marked in the second period. 
This is what might have been expected, and is confirmed 
by calculations of changes in capital intensity by broad 
sectors of the economy which show that the range of 
capital intensity from sector to sector has narrowed 38 
since — with the diffusion of technical progress — capital 
per worker was raised more rapidly in lagging branches 
and sectors than in those where the initial capital intensity 
was high. 


The Netherlands Central Planning Bureau has also 
tried to assess whether investment in manufacturing indus- 
try has been labour-saving (see figures below).37 Between 
two (overlapping) periods selected so as to eliminate the 
effect of cyclical fluctuations — 1950-1956 and 1954-1960 
— there was a decline in the ratio of changes in employ- 
ment to changes in output. The relative level of gross 
investment (as a percentage of the capital stock) per addi- 
tional employee increased appreciably during the latter 
period, indicating that the increment in production ob- 
tained with diminishing relative additions to employment 
was made possible by equipping industrial workers with 
more and better machinery. Thus, in the latter period, a 
one per cent rise in employment corresponded to a 4 per 
cent increase in output, as against one of 3 per cent in the 
earlier period. 


Percentages 
Annual averages 
1950-1956 1954-1960 
Gross investment as percentage of capital stock 7.0 7.3 
Incteaseninyemploymicn tana nena es mene 1:9 135 
Increasenneproductions Бо ыобю ом ас 6 6 
Elasticity of employment in relation to pro- 
CUCHONLE ademas backs ERIE © cap оо о 0.33 0.24 


Source : Netherlands Central Planning Bureau, Central Economic Plan, 1961, 
р. S35 


Here, too, the same calculations for main industrial 
branches yield results for most of them similar to those 
for industry as a whole, with the closest similarity in the 
metals branch. In textiles an increase in the capital stock 
has even been accompanied by a decline in employment 
“ owing to a strong trend towards automation ”.** The 
frequency of labour-saving investment, as reflected in the 
reduced elasticity of employment in relation to output, 
again suggests that structural shifts from labour-intensive 
to capital-intensive branches account for little of the 
change. The conclusion is that “ а continued increase and 
improvement of capital equipment per worker — that is 
to say, increasing labour-saving investment — enables 
production increases to be realized with ever smaller 
relative increments of employment ”.*° 

Investment in stocks seems to have been substantially 
reduced in most countries in 1963, but recently there have 
been some signs that a resumption of stock-building has 
already begun or is in prospect. Re-stocking of raw mate- 
rials and semi-manufactures has already led to an increase 


38 Ibid., Table 23. 

37 See Central Economic Plan, 1961, p. 31. 
88 Tbid., pp. 78-79. 

3° Ibid. 
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of imports from overseas countries. In the United King- 
dom, where the relevant statistics are available, the 
decline (after seasonal adjustments) in manufacturers’ 
and distributors’ stocks of £60 million in the third quarter 
of 1963 was followed by an increase of £157 million in the 
fourth quarter.*° In Sweden inventories (mainly of food 
and forestry products) declined in 1963; but stock- 
building is expected to be substantially greater in 1964, 
when it is estimated that it will absorb nearly one-fifth of 
the combined increase of gross national product and 
imports. 


The growth and composition of private consumption 


Private consumption has grown rapidly for three years 
in succession and in 1962 succeeded investment as the 
most dynamic sector of demand in most countries. Owing 
to its preponderance in total demand, private consump- 
tion also made the largest contribution to the total incre- 
ment in national expenditure in recent years,** until 
export demand took over in a number of countries in the 
course of 1963. For this reason — but also in order to re- 
appraise the findings of an earlier study on “ Consump- 
tion Trends in western Europe” 4? — has seemed 
worth while to take a fresh look at the determinants of the 
growth of consumers’ expenditure and changes in the 
pattern of consumption. 


A comparison of recent data with those presented in 
the study just mentioned shows that the share of private 
consumption expenditure in total national product at 
market prices fell steeply in most countries of western 
Europe in the first half of the fifties, mainly on account 
of a large increase in personal savings, but that in the 
period under review (1956 to 1962) the further reduction 
was very small in all countries except Austria, where the 
share did not change, and in Norway, where it increased. 
This share was, however, everywhere subject to small 
annual fluctuations. Various factors which, on the income 
side, have influenced the volume of private consumption 
expenditure in recent years are brought together in 
Chart 1. The four curves shown for each country in the 
first diagram are: net national product at market prices;** 
private disposable income (the distance between these 
two curves in each year representing government income 
from property and entrepreneurship and receipts from 
direct and indirect taxation);** personal disposable in- 
come (the distance between this and the curve showing 
private disposable income representing corporate sav- 


40 Board of Trade Journal, 5 March 1964, 


“1 However, the domestic commodity output generated by an 
increase in private consumption is normally less than a corresponding 
increase in fixed investment or exports, since the import and service 
components of private consumption are relatively high. 


“ This study, showing shifts in consumption patterns from pre- 
war to 1950 and from 1950 to 1957, and devoting particular atten- 
tion to long-term changes in the pattern of food consumption, was 
published as Chapter V of the Survey for 1958. 


aS Net national product has been used instead of gross because 
depreciation could not be distributed between the corporate and 
the household sector. 


a Less interest paid on the public debt and on consumer debt, 
subsidies, and net transfers from the government to households. 


ings); “> and finally private consumption, the distance 
between the last two curves being equivalent to personal 
savings. The movement of direct personal taxation 46 and 
of indirect taxation is shown separately in the second 
diagram and annual percentage changes in personal dis- 
posable income and private consumption 1n the third. The 
purpose of the chart is not to make inter-country compa- 
risons of the absolute shares of the different income com- 
ponents, or of private consumption in total national pro- 
duct, but rather to show how the various factors 
determining personal disposable income and personal 
savings have affected the course of private consumption. 


Any widening of the gap between net national product 
at market prices and private disposable income reflects an 
increase in the tax burden, which may be ascribed to a 
combination of factors —the automatic rise in tax re- 
ceipts as incomes go up, changes in tax rates, and shifts 
in expenditure to purchases of more heavily taxed goods. 
Clearly, such an increase occurred in Finland, the Nether- 
lands, Sweden and the United Kingdom (where there was 
also a shift from indirect to direct personal taxation as, 
though to a lesser extent, in Finland), thus checking the 
increase in private disposable income in relation to the 
growth of national product. 


On the other hand, the rate of increase of corporate 
savings in these four countries, and also in Austria, 
France and western Germany, has moderated in recent 
years, with a resultant shift in total private disposable 
income towards personal disposable income, thus raising 
consumers’ purchasing power and, hence, private con- 
sumption. In contrast with earlier years, personal savings 
as indicated by the ratio of private consumption to per- 
sonal disposable income remained practically unchanged, 
over the period as a whole, in all countries for which the 
relevant data are available except Finland, Sweden and — 
a notable exception — the United Kingdom. This can be 
seen from the widening gap in these countries in recent 
years between private disposable income and private con- 
sumption — a gap which is, however, tending to narrow 
again; but the opposite movement has occurred in western 
Germany, where the savings ratio rose steeply in 1963. 
No long-term tendencies are discernible in the behaviour 
of personal savings in the other countries, but there have 
been marked annual fluctuations in the rates of change of 
personal disposable income and private consumption (see 
the third diagram in Chart 1). 


The effects on private consumption of the various 
factors shown in the chart (and briefly commented upon 
above) thus appear to have been mutually offsetting and, 
in contrast with the tendencies prevailing in the first half 
of the fifties, to have resulted in most countries in an 
expansion of private consumption expenditure over a 
number of years more or less in parallel with the growth 
of total national product. 


45 Since statistics of corporate savings are not available for 
Denmark, Italy and Norway, no data for personal disposable income 
in these countries could be shown. 


For the reasons given in the previous footnote, only private 
disposable income could be shown for Denmark, Italy and Norway. 
Consequently, for the sake of consistency, total direct taxation, 


instead of personal direct taxation, has been shown for these three 
countries. 
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CHART 1 (concluded) 
Factors influencing private consumption, 1956 to 1962 
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The changing pattern of private consumption 


The change in the pattern of consumption as total 
private consumption rises is determined by numerous 
interrelated factors such as income distribution, absolute 
and relative price changes, income gnd price elasticities, 
changes in the age structure and in the social structure of 
the population, urbanization, the introduction and diffu- 
sion of new products, etc. Not all of these factors will be 
referred to here, since the purpose is essentially to 
examine the importance of private consumption as a 
determinant of growth and of the pattern of demand and 
output. Moreover, it should be remembered that available 
consumption statistics, as presented here, are of limited 
comparability;*7 nor do they include collective consump- 
tion provided by public expenditure on such services as 
education, health and recreation, which vary in impor- 
tance from country to country and tend to increase in 
scope over time. 


A number of general changes in the pattern of private 
consumption are evident from the data in Table 4. The 
share in total consumption expenditure of two categories 
of private consumers’ expenditure — food and clothing — 
has declined: and the share going to fuel and light, and to 
drink and tobacco, has remained remarkably stable.** In 
contrast the share of rent has increased for the rather 
special reasons mentioned below. And, as might have 
been expected, the share of consumers’ durables and of 
services in total consumers’ expenditure has increased in 
countries with relatively high and rising per capita in- 
comes. It is with the two latter categories of consumption 
that this brief review is mainly concerned. 


The smaller share of food in total consumers’ expen- 
diture, even in countries such as Denmark, the United 
Kingdom and, above all, the United States, where it was 
already relatively low at the beginning of the fifties, may 
seem rather surprising when compared with the stability 
from the pre-war to the postwar period, and during the 


47 п this connexion, the European Programme of Statistics of 
Consumers’ Expenditure, which was adopted by the Conference 
of European Statisticians at its tenth plenary session in October 1962 
(cf. United Nations, document Conf.Eur.Stats/WG12/12 and Add. 1) 
should be mentioned. This programme consists basically of a list 
of statistics which countries are recommended to collect and make 
available periodically, and a set of standard definitions and classi- 
fications to which they should conform. The programme includes 
a basic list of detailed expenditure items, for which standard 
definitions are given, and two types of classification derived from 
this list: one by object of expenditure and the other by durability. 
Provision is also made for the collection of data needed to enable 
estimates to be adjusted so as to correspond to the ¢oncepts differing 
in alternative systems of national accounts. In addition to statistics 
of consumers’ expenditure proper, the Programme also recommends 
the collection of supplementary data on expenditure by other 
sectors on goods and services accruing to households (i.e. mainly 
on health, education and recreation). 

From information which members of the Conference have made 
available to the secretariat it appears that most countries are able 
to provide data on consumers’ expenditure in accordance with 
— ог reasonably close to — the basic list of detailed expenditure 
items shown in the Programme. 

The adoption of the European programme by the Conference may 
therefore be expected to result in a considerable improvement of the 
international comparability of statistics in this field in the near future. 


48 The large inter-country differences in the shares of the latter 


group of products are due to differences in tax levels and also to 
different consumption habits in respect of drink. 


postwar period up to 1957, found in the earlier study.*? 
This stability — which conflicted with the widely held 
view that food absorbs a declining share of total con- 
sumers’ expenditure as income rises °° — was attributable 
to the shift to better quality foods, to the fact that, with 
more women working outside the home and less domestic 
help, some food processing previously done at home is 
now undertaken by industry (e.g. preserving) and is hence 
statistically recorded in food consumption, to better 
servicing, packing, and distribution and to more adver- 
tising, all of which add to the non-food content in food 
consumption. It was concluded, therefore, that the decline 
in the proportion of consumers’ expenditure absorbed by 
food had taken place in a past transition period, when 
new goods and services first appeared on the market. 
However, the figures for recent years presented in Table 
4 suggest that the shift to higher-quality and more highly 
processed foods has already reached a ceiling beyond 
which additional incomes are spent largely on enhanced 
comfort and leisure pursuits. 


The decline in the share* of clothing in total private 
consumption expenditure is partly the result of the re- 
stocking that occurred at the beginning of the period 
(following earlier postwar shortages) and of the subse- 
quent substitution of cheap mass-produced clothes for 
more costly hand-made products. 


Various factors explain the increased share spent on 
rent. The gradual relaxation of rent controls, demand for 
higher housing standards, a steep rise in the cost of 
housebuilding due to the unremitting strength of demand 
and labour shortages, and the rise in land prices all 
pushed up rents. The level would have gone still higher 
but for the considerable financial aid and/or tax conces- 
sions for dwelling construction granted by various govern- 
ments to low-income groups, and the maintenance of 
some rent control. 


When outlays on essential items — food, clothing, rent 
and fuel and light — are added together, their share in 
total consumers’ expenditure is seen to have differed 
appreciably from country to country at the beginning of 
the fifties. They absorbed more than 60 per cent of the 
total in Austria, Belgium, Finland and Italy; between 
nearly 60 and 65 per cent in France, the Netherlands, 
Norway and Sweden; but only a little over 50 per cent in 
Denmark, the United Kingdom and the United States.*? 
By the beginning of the sixties, the share of essential items 
had gone down in all the countries listed in Table 4, with 


19 Cf. the Survey for 1958, Chapter У. The development of food 
prices would appear to have little to do with this tendency since 
they generally rose about in step with the overall consumer price 
level — except in the United States, where the relative price index 
for food was 93 in 1962 (1952 = 100). 


°° A view first formulated by the German statistician Engel а 
hundred years ago, and supported by the results of family budget 
inquiries for different income groups and in different countries at 
any given point of time. 


*. Absolute differences in the share of clothing from country to 
country are partly due to climatic conditions. 


5? Western Germany has not been included, since drink and 
tobacco are not distinguished from food. The share of basic items 
including expenditure on drink and tobacco has gone down, but 
the absolute level is, of course, much higher in relation to that in 
other countries than it would otherwise have been. 
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TABLE 4 


The pattern of private consumption in western Europe and the United States, 1951-1952 and 1961-1962 


Percentage of total consumers’ expenditure at current prices 


Country and period Food cng в.“ Rent ae oe 5 Other Other 
tobacco footwear light goods goods services 
AUST ia 1 о 1951-1952 41.8 11.4 16.1 4.8 4.9 21.0 
1961-1962 35.5 10.5 135 4.3 5.3 32.9 
Beloit Oe ya eer. ox 1953-1954 29.6 Ths) Sy) 13.3 5.2 9.0 2.0 MS) 
1961-1962 27.1 Ve у 19 Dy 10.8 1.8 26.3 
Denmark eas. а 1951-1952 27.8 10.0 13.0 6.6 4.7 9.9 10.3 olf 
1961-1962 23.9 10.1 9.0 8.1 2.4 17.2 10.0 1933 
Finland Тод и. SURI 8.3 18.1 6.3 3.8 8.0 8.2 8.2 
1961-1962 36.3 8.7 14.2 7.4 3.0 10.1 8.5 11.8 
Васе ое. 1951-1952 37.6 10.2 14.5 3.4 3.8 Tez 4.1 19.2 
1960-1961 32.1 10.0 11.6 5.4 3.4 8.7 4.3 24.5 
Western Germany . 1951-1952 И 151 6.4 8.5 92:3 
1961-1962 55} 12.4 8.1 4.1 ЭВ = 
У аа 1951-1952 47.1 9.7 13.4 3.6 Dell 8-3 4.2 16.6 
1961-1962 41.9 10.0 9.5 Ted) 2 4.3 3.8 20.3 
ее а 1951-1952 34.2 6.7 18.2 6.3 Без) 7.8 Soll 18.4 
1961-1962 30.4 6.6 16.1 8.1 5.1 11.0 3.9 18.8 
у es we os GS 1951-1952 30.3 8.3 18.3 5.4 Зы eo) 3:9 22.8 
1961-1962 29.2 ES) 14.9 8.4 3.6 10.7 3-7 PNAS 
Зее ик ys 1951-1952 31.3 8.8 14.8 8.1 Srl 9-1 2.7 20.1 
1961-1962 27.9 9.4 12.8 9.7 4.5 11.4 oil 21.6 
United Kingdom . 1951-1952 28.5 16.4 10.8 8.2 38) 6.5 5.4 20.3 
1961-1962 26.7 14.5 9.6 HS) 4.7 8.7 5.0 РЕЗ 
Юре States ..... 1951-1952 25:5 6:2 10.8 11.4 3.8 11.0 3.6 28.2 
1961-1962, Altai 5-8 9.2 13.3 3.6 10.5 3.6 33.4 


Sources ; Data supplied by OECD supplemented by national data for “ drink 
France. 


the steepest declines in the countries where it had been 
high at the outset. But even in Denmark and the United 
States, which — apart from the United Kingdom — had 
the lowest initial shares, there was a substantial decrease. 
As a result, at the beginning of the sixties, expenditure on 
“ essentials” absorbed about 60 per cent of total con- 
sumers’ expenditure only in Finland, Italy and the Nether- 
lands, between 50 and 55 per cent in Belgium, France, 
Norway, Sweden and the United Kingdom, and as little 
as 43 per cent in Denmark and 47 per cent in the United 
States. Thus, within a rising total of disposable personal 
incomes, there is now a much wider margin for expen- 
diture on consumers’ durables and services. 


Consumers’ durable goods 


As already noted, the share of expenditure on con- 
sumers’ durables in total private consumption rose 
between 1951-1952 and 1961-1962 in all the western 


and tobacco ” and “ fuel and light ”; and national statistics for Belgium, Finland and 


European countries shown in Table 5. In Italy it still 
remains far below the regional average; and it is also 
relatively low in France and the United Kingdom because 
in these two countries prices of durables rose much less 
than consumers’ prices in general. Between 1952 and 1962 
the per capita volume of consumption of durables rose 
exceptionally fast (more than threefold) in Italy, mainly 
because it had been at a particularly low level at the 
beginning of the period ** but presumably also because of 
a much smaller increase in prices of consumers’ durables 
in relation to the price index of total consumption. In 
Denmark, by contrast, the share of consumers’ durables 


53 Thus the number of television subscribers went up from 
147,500 in 1955 (one year after regular television programmes were 
started) to about 2,020,000 in 1960 — an average annual increase 
of 33.7 per cent. See “ Structural Changes in Italy’s Private Con- 
sumption Expenditure, Projections for the Next Ten Years”, in 
Europe’s Future Consumption (edited by J. Sandee), Amsterdam, 
1964. 
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TABLE 5 


Expenditure on consumers’ durable goods and its share in private consumption, 1952-1962 


Expenditure | Relative price Elasticities of per capita 
Expenditure on consumers’ durable goods Private on. о expenditure on ae 
as percentage of total private consumption | consumption aaa Е durable goods 
aa Index of volume per capita 1952-1962 © 
a 1962 
1952 1057 1962 AS, (1952 = 100) Se ee 
Belen 5 6 6 0 5 6 © 9.04 10.2 10.8 126.5 @ 164.1 @ 94.2 е ВЛ D2 
Denmark eee 9.9 12.7 1-22 138.0 261.7 93.7 2.6 3.8 
Finland... . 8.07 8.3 10.1 PAY 189.29 86.6 9 1.6 Spl 
iBrances ис Ved: 8.9 8.7% 137.24 200.9 4 82.91 1.4 2.4 
а оо о бо 6.04 Sie) 8.1 12508 TOON ee SB) 253) 4.0 
tal yeas ооо 33) 32 4.3 155.4 314.8 71.4 1.9 3.6 
ОЕ Бос 7.8 10.2 11.0 139,3 242.2 85.2 2.0 3.0 
ода 6 6 ro pone 7.9 9.0 10.7 129.1 193.6 85.5 1.6 27 
О M5 Sap а оф СУ 10.0 11.4 134.9 195.0 89.4 1.6 2.5 
United Kingdom. . . 6.5 7.8 8.7 126.4 209.9 80.7 1.8 3.7 
United States О IES) 10.5 118.1 131.8 91.2 1.0 1.4 
Sources: Data supplied by OECD, and national statistics for Belgium, @ 1953-1954. 
Finland, France and Ireland. е 1953=100. 
@ Price index for consumers’ durables as a percentage of price index for total private f 1954. 
consumption. 9 1954—100. 
О Per capita percentage increase in expenditure for consumers’ durables compared h 1960-1961. 


with that for total private consumption during the period. 


с 1953-1962 for Belgium, 1954-1962 for Finland, 1951-1961 for France, 1953-1962 
for Ireland. 


in total consumers’ expenditure had already been rela- 
tively large at the beginning of the period,** and continued 
to rise rapidly to an exceptionally high level in 1961- 
1962,55 thanks to the relaxation of severe restrictions on 
m-tor-car imports and, more recently, a wave of pur- 
chases of television sets. 


Elasticities of per capita expenditure on consumers’ 
durables were greater in all the western European coun- 
tries listed — and in some much greater — than unity. 
Owing to the favourable movement of prices of con- 
sumers’ durables in relation to the general price level, 
these elasticities were higher still in terms of constant 
prices. 


Two interesting features of the development of con- 
sumption of durables are evident from Chart 2, where the 
volume of total private consumption and of consumption 
of durables and of services are plotted. In the first place, 
there is confirmation of the impression left by Table 5 
that consumption of durables in volume terms has every- 
where risen more rapidly than total consumption in recent 
years. For reasons already indicated, the rise has been 
particularly sharp in Denmark and Italy. It was also 
appreciable in Norway, where the backlog of demand 
accumulated during the period of restrictions on motor- 
car imports resulted in a wave of buying when they were 
lifted, although the return to a more normal growth of 
current demand from 1961 onwards is apparent in the 


54 This was due in part to the exceptionally low initial share of 
expenditure on food in the total, connected with low food prices 
in a country where foodstuffs are a major export commodity and 
where the competitiveness of export prices has to be maintained. 


we Anticipatory buying in 1962, before the introduction of a 
sales tax in August of that year, is part of the explanation, 


$ 1961 (1951=100). 


chart. Information for 1963 also indicates an absolute 
decline in consumption of durables in Denmark. 


The other noteworthy feature of the chart is the 
pronounced fluctuations in real expenditure on consumers’ 
durables (except in the countries already mentioned, 
where either a very low initial level of consumption or a 
prolonged period of restraint resulted in increases that 
outweighed this instability). Such fluctuations originate in 
a number of characteristics of demand for consumers’ 
durables. Purchases of durable goods — which are still 
regarded as less essential than food and shelter — can be 
advanced or postponed in relation to actual or anticipated 
increases in personal disposable incomes. A general rise 
in personal disposable incomes °° can produce an upsurge 
of buying as new income groups are able to afford costly 
items such as refrigerators, washing machines, television 
sets and, in particular, motor-cars. An income-induced 
rise in demand may, in'turn, result in lower prices when 
mass production methods yield greater increases in 
productivity and lower costs; moreover, competition 
among domestic, and between domestic and foreign, 
producers will make for a reduction of prices and/or an 
improvement in quality, finish and services rendered — 
all of which strengthens demand. Imitation is another 
potent stimulus to expanding demand, as fashions in 
domestic labour-saving devices and home entertainment 
facilities catch on. The growing importance of consumer 
credit in financing purchases of expensive durable goods 
has helped to promote expenditure on such goods, but 
has also led to sharp fluctuations in demand, particularly 
in countries such as Sweden, the United Kingdom and the 


5° Connected in a few countries, notably Denmark and Italy, also 
with the gradual elimination of unemployment. 
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CHART 2 
Total private consumption, consumption of consumers’ durables and services, 1955 to 1962 


(at constant prices 1955=100) 


BELGIUM DENMARK FRANCE 

210 210 
200 200 
190 190 
180 180 
170 170 
160 160 
150 150 
140 140 
130 130 
120 120 
я 110 
100 heed 
230 230 
220 20 
210 210 
200 200 
190 190 
и 180 
170 170 
160 160 
150 150 
140 140 
130 130 
120 120 
110 110 
100 ue 
170 athe 
160 ae 
150 5 
140 

140 
130 

130 
120 

120 
но 

110 
100 

100 
90 

90 
80 

80 


1955 56 57 58 59 1960 61 62 63 1955 56 57 58 59 1960 61 62 63 1955 56 57 58 59 1960 61 62 63 


. О 
Total private consumption i oe re О, of consumers о © ¢ eee Consumption of services 
ura 


Page 20 — Chapter II 


TABLE 6 


Stock of selected consumers’ durable goods 


cee rc ee 
Country 1961 — Per 
1962 — Per thousand inhabitants Tatas 
of electricity 
ОЕ: сое 78 289 Se 18.3 
Skew о 6 6 4 6 6 99 313 100 27.9 
Реми 5 6 oe a 6 118 358 182 304 
а 5 5 5 6 0 « 57 294 74 156 
РО сое 148 291 ¢ ИР 32,9 
Western Germany 112 ¢ 291 126 47 
tall VAM een sak 60 182¢ 69 Dw 
Netherlands Е 62 @ 259 107 15 
МАЕ o o 6 6 @ « 88 288 56 44 
SSG съ особ 188 388 214 69 
United Kingdom . . 1267 290с 228 28.4 4 
WinitedsStatess о а с Soil 966 315 98.3 


Sources: Population data: United Nations Monthly Bulletin of Statistics, 
January 1964. Passenger cars: ECE Annual Bulletin of Transport Statistics for 
Europe, 1962. Radios and television receivers (in general, number of licences at end 
of period): United Nations Statistical Yearbook 1963, and national statistics. 
Refrigerators: Evolution des applications domestiques de l’électricité en France et 
dans quelques pays d’Europe, UNIMAREL, Paris 1963. 


@ 1960. € Including combined sound-television licences. 
о 1958. а |1 July. 
е 1 August. 


f Third quarter. 


United States, where restriction of such credit has been 
used periodically, sometimes together with fiscal instru- 
ments, to restrain demand. 


From what was seen above, it appears that demand for 
consumers’ durables is a strongly propulsive factor not 
only in the growth of final demand but also — on account 
of rapid productivity increases — in that of total output.*” 
Paradoxically, owing to the small price increases of 
durable goods in relation to those of total consumption 
this sector has a certain price-stabilizing effect but at the 
same time demand for durables is an unstable sector of 
demand. In so far as this instability is spontaneous, it may 
sometimes introduce untimely and undesirable fluctua- 
tions in total final demand; but in so far as the fluctua- 
tions are the product of intended policy measures they 
illustrate the usefulness of this field for regulating general 
economic activity. 


A question often asked is when (or whether) saturation 
point will be reached for consumers’ durables, and what 
implications this might have for a timely adaptation of 
output to an eventual weakening of demand. Inevitably 
the answer will differ from country to country, and from 
product to product, depending on the level of consump- 
tion already attained. The share of durables in total con- 
sumers’ expenditure is seen from Table 5 to have been 
quite stable in the United States in the period under 


57 The share of consumption of durables in total national output 
was about 6-7 per cent in seven of the ten countries listed, but 
was much higher in Denmark, for the exceptional reasons mentioned, 
and much lower in Italy. The share was also higher in Sweden, 
where the stock of certain durables — motor-cars, in particular — 
is larger than anywhere else in western Europe, 


consideration and six of the ten western European coun- 
tries listed had reached or exceeded that share by 1961- 
1962. This need not mean, however, that the share of 
expenditure on durables in total consumption will rise no 
further in western Europe, too. In the first place, owner- 
ship of consumers’ durables per 1,000 of the population 
remains far below that attained in the United States (see 
Table 6). Secondly, although in the period under review 
the relative price movements of durables were generally 
more favourable than in the United States, prices of 
durables have been lower in the United States than in 
western Europe for some time.** In other words, in that 
country the price effect has already raised the consump- 
tion of durables, whereas in western Europe price elasti- 
cities may be such that a further reduction in prices, and 
improvements in quality and finish, may still result in a 
swifter expansion of expenditure on durables than on 
other consumers’ goods in a number of countries for some 
time. 


A recently published study entitled Europe’s Future 
Consumption,®® containing consumption forecasts рге- 
pared in individual western European countries, brings 
together data on per capita consumption in 1960 and in 
1970 (at 1960 prices) whose breakdown and coverage are 
roughly comparable for six countries. From Table 7, 
which has been derived from these data,®° it can be seen 
that per capita expenditure on durables (at constant 
prices) is still expected to rise faster than total per capita 
consumption in all the countries shown during the present 
decade, and particularly fast rates are anticipated in 
France, Norway and Italy. However, when the rate of 
increase in per capita consumption of durables between 
1960 and 1970 is compared with the rate of increase 
between 1952 and 1962 shown in Table 5, the projected 
rate of growth is seen to be slower in Belgium, Norway, 
the Netherlands and Sweden (with a very marked de- 
celeration in the two last-named countries); these are all 
— except the Netherlands — countries where per capita 
expenditure on consumers’ durables was already relatively 
high in 1960. 


In France, where per capita expenditure on consumers’ 
durables was relatively low, the forecast rate of increase 
is somewhat faster, while in Italy it is expected to slow 
down from the exceptionally high rate in the previous 
period, even though per capita consumption in that 
country is still very low. In all the countries shown, per 


58 In 1950 a comparison of market prices for household goods 
in the United States and in selected western European countries 
(the latter converted into dollars using the purchasing power 
equivalent for consumption as a whole expressed as a ratio of the 
United States market price) shows that western European prices 
were between 26 per cent (the United Kingdom) and 100 per cent 
higher (Italy) than in the United States. The corresponding dif- 
ferences for privately purchased transport equipment was between 
45 per cent (Belgium) and more than double (the Netherlands). 
See Milton Gilbert and Associates, Comparative National Products 
and Price Levels, OEEC, 1958, Table 29. 


53 Edited by J. Sandee, op. cit. 


*° All reservations concerning the comparability of data con- 
verted into dollars at official exchange rates, and the question 
“ Are expenditures high because prices are high (and price elasticity 
low) ? Or because prices are low, and elasticities high ?” stressed 
by the editor, should be borne in mind. 


TABLE 7 


Forecasts of per capita total private consumption and per 
capita expenditure on consumers’ durable goods in six 
European countries in 1970 


(Index numbers, 1960 = 100, based on dollar values at 1960 prices 
and exchange rates) 


жы—ыыыыъ У о 


Belgium 
Transport equipment 
Обет Чита те sa oe 143 
Total 
Total private consumption . . . 137 


France 2 
Transport equipment ..... 229 
@themdurablesanmn ce se. ye. 219 
О... 221 
Total private consumption . . . 158 


Italy 
Transport equipment ..... 213 
Otherdurables пой 192 
LOLS ae ee ae Se oe 200 
Total private consumption. . . 148 


Netherlands 
mransporvequipment 2 2. 2 PAN 
Otheridurablesty, ее 190 
Bl Ocal rae we te Wok ta. Sale 194 
Total private consumption . . . 147 


Norway 
Transport equipment ..... 380 
Otherdutrables ое 152 
ЧЕ eae ae eee 182 
Total private consumption. . . 134 


Sweden 
Transport equipment 
Other durables 
Total 171 
Total private consumption. . . 141 


ieee Woe 191 


Source: Europe’s Future Consumption, Edited by J. Sandee, Amsterdam, 
1964, p. 10. 


@ 1959 instead of 1960 prices. 


capita expenditure on transport equipment is forecast to 
rise faster than that on other durables,*! and particularly 
fast in Norway.*? This suggests that at least in the coun- 
tries where the rate of growth of total expenditure on 
durables is estimated to slacken between 1960 and 1970 
as compared with the previous period (i.e. Belgium, Italy, 
the Netherlands, Norway and Sweden), the slow-down 
will mainly or exclusively affect “other durables” — that 
is furniture, the share of which in total consumers’ 
expenditure had already declined in the previous period, 
and electrical and other appliances. In France, where a 
breakdown of expenditure on transport equipment and on 
other durables is available for the earlier period, there is 


61 See Economic Bulletin for Europe, Vol. 15, No. 1, Part В, for 
a forecast of the growth of demand for new passenger cars. 

62 As already pointed out, restrictions on imported private motor- 
vehicles were lifted in that country only in 1960. 
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direct evidence of a substantial acceleration in the per 
capita rate of growth of real expenditure on transport 
equipment, but a slight quickening of the increase of 
о on other durables is forecast between 1960 and 
970%: 


That a slowing down in the rate of expansion of 
demand for consumers’ durables of the latter group may 
be expected in some countries where the level of owner- 
ship is already high is borne out by a study published in 
1960 of demand prospects in the United Kingdom for 
four appliances — television sets, refrigerators, washing 
machines and vacuum cleaners.** The results of the inquiry 
suggest that for these four appliances as a group the 
period of rapidly expanding sales may be considered as at 
an end. Aggregate demand for them during the fifties 
increased by more than 15 per cent a year, whereas a 
detailed analysis of demand and other factors finds that 
in the sixties the rate of increase is likely to slow down to 
between 2.5 and 5 per cent a year. But in general, it may 
be assumed that once every household owns one of these 
appliances only replacement purchases will occur, and a 
saturation point will have been reached so far as new 
buyers are concerned.®> But in general this level is, of 
course, indeterminate, as is the date when it will be 
reached. Another phase of expansion is likely to occur 
(either continuously or after an interval), when the ten- 
dency already widespread in the United States for a 
family to own more than one appliance becomes common 
in western Europe (as it has already for radios), or when 
new appliances or qualities—colour television, for 
instance — are introduced. The study referred to never- 
theless concludes that “even with this fairly wide range 
of saturation limits, the forecast of total sales is not so 
vague as to be useless”.*° 


Services 


The share of services®’ in total private consumption 
expenditure has risen everywhere in the decade under 
review except in the Netherlands and Norway (see Table 
4). It accounts for almost one-fifth of the total in eight of 
the western European countries shown, and for more than 
one-fourth in Belgium and France. In the United States 
the proportion of expenditure on services in the total has 
reached one-third. 

Chart 2 shows how remarkably stable the rate of 
expansion of services has been in the last seven years 
compared with that of consumers’ durables. This stability 
can be attributed to an inescapable feature of most ser- 
vices — that they cannot be stocked (“You cannot have a 


63 The index of per capita expenditure on transport equipment 
had risen to 203 by 1962 (1952 =100), whereas the projected rise 
during the present decade is to 229 (1960=100). The corresponding 
index numbers for other durables are 213 and 219. 

64See “The Demand for Domestic Appliances”, National 
Institute Economic Review, November 1960. 

65 Except in countries where social and demographic developments 
lead to an increase in the number of households in future. 

66 A chart shows that, if the saturation level is raised from, say, 
90 per cent to 110 per cent of households owning an appliance, 
and postponed for five years, the date when saturation is reached 
and the curve of total sales do not change radically. (14а. ) 


67 Ног the composition of this group, see Table 8 below 
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year’s haircut in January or cope with a busy day ahead 
by taking tomorrow’s bus-ride today”)°* and to the 
contractual or irreversible character of some services. 
Outlays on education, health, transportation, household 
services, telecommunications and insurance premia, for 
example, are not likely to be adjusted to changes in 
incomes. On the other hand, expenditure on such services 
as entertainment, personal care, hotels and “other re- 
creation” will normally be more sensitive to changes in 
the rate of increase of incomes. A breakdown of private 
consumption of services is provided for a number of 
countries in Table 8 and shows the preponderance of 
“stable” elements in total expenditure.*® Outlays on 
health,”° transportation, telecommunications, household 
services, education and financial services together consti- 
tute 55-65 per cent of total expenditure on services, the 
share of most of them having increased over the period. 
Education, however, takes a small—and declining — 
share of total private expenditure on services in the three 
western European countries which distinguish the neces- 
sary data, presumably because of the increase in public 
education. Certain other declining shares feature in the 
table. Thus, among the “stable” items, the share of 
expenditure on “ other transport services ” decreased as 
private transport gained in importance; and among the 
income-sensitive items, expenditures on entertainment and 
on hotel accommodation have taken a reduced share, the 
former because of the increasing ownership of television 
sets, the latter mainly because of the growing popularity 
of camping holidays. 

In sum, consumers’ expenditure on services in western 
Europe is now generally at least twice, and in the United 
States three times, as great as that on consumers’ durables. 


88 See С. W. McMahon & С. О. М. Worswick, “ The Growth 
of Services in the Economy, Part I”, District Bank Review, 
December 1960. 


8° The data do not always permit inter-country comparisons. 
Given the high — and probably still rising — share of services in 
private consumption, available statistics are disappointingly in- 
complete. 

The size of health expenditure depends very largely on how 
far and in which way health services are publicly provided in the 
various countries. See footnote 8. 


The stabilizing effect on consumer demand of the former 
thus outweighs by far the de-stabilizing effect of the latter. 
It is often claimed that, since productivity rises more 
slowly in services than in the commodity-producing sec- 
tors, any increase in the share of services п total national 
output in general,” and in private consumption ш pat- 
ticular, has a growth-retarding effect. However, the 
validity of this reasoning cannot be taken for granted. 
Despite the difficulties of accurately measuring product- 
ivity increases in the services sector (quality changes, inter 
alia, making it difficult, if not impossible, to define a unit 
of output), observation suggests that productivity gains in 
such services as public transport, telecommunications, 
garages, dry-cleaning, self-service laundries, etc. have 
been quite substantial. But even if it could be proved that 
productivity, measured in the usual way, increased more 
slowly in this sector of consumer demand than in others 
and that rates of growth may slow down as the share of 
services in private consumers’ expenditure rises, this 
would represent only a notional loss of additional welfare, 
since the shift to services reflects consumers’ preferences.” 


Prices of services have risen faster in the aggregate than 
the average price level of private consumption in almost 
all countries, and particularly fast in Austria, Finland, 
France and the Netherlands. This suggests that demand in 
the services sector of private consumption has become so 
strong — as is demonstrated by the swift expansion of 
employment in services — that productivity gains, where 
they have occurred, have not been great enough to raise 
supply pari passu with the growth of demand. It may also 
reflect the fact that, in a sector where the wage component 
in total costs is high, wage increases have a greater effect 
on prices, even assuming productivity increases to be 
the same as in other branches of private consumption; and 
that the services sector is not exposed to foreign competi- 
tion. The high and rising proportion of services in total 
consumers’ expenditure thus tend to force up the general 
price level of private consumption.7° 


71 See section 2s 
72 See also McMahon & Worswick, op. cit., March 1961. 


gS See, for example, the analysis of inflationary conditions in 
France in section 5 below. 


2. SOURCES OF SUPPLY 


(a) Production 


As a counterpart to the foregoing analvsis of structural 
changes in private consumption, this sub-section reviews 
some of the longer-term changes in the pattern of outnut, 
in addition to giving a brief account of recent develop- 
ments in industrial production. 


Structural changes in output during the last decade 


The growth of outnut in western Europe during the 
ten-year period 1951-1952 to 1961-1962 was accomnanied 
by quite large changes in its structure, which were 
rather similar in the ten western European countries 
shown in Table 8. Thus, the share of industrial output in 
these countries as a group declined slightly from 41 to 


40 рег cent of gross domestic product (at current prices): 
in individual countries, the changes — in different direc- 
tions — have all been small. The share of agricultural 
output in the aggregate gross domestic product of the 
fen countries as a group fell from 12 per cent at the 
besinning of the period to 8 per cent at the end, a 
decrease occurring in each country. To the extent that 
inter-country comparisons of this share are valid, it was 
lower in the United States at the beginning of the fifties 
than in anv of the ten western European countries except 
the United Kingdom. and it declined further during the 
decade in both countries. The value of construction out- 
put tended to rise somewhat faster than gross domestic 
product in all the western European countries shown so 
that its share in the aggregate went up from 6 to 7 per 
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TABLE 8 


Changes in percentage distribution of gross domestic product, 1951-1952 and 1961-1962 


Percentage shares of gross domestic product at factor costs, in current and constant prices 


Services 


Trade, 
wholesale 
and retail 
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Key: А: 
1961-1962 at current prices. 

Sources : United Nations, The Growth of World Industry, 1938-1961; data 
supplied by OECD, and national statistics. 


1951-1952 at current prices. B: 1961-1962 at 1951-1952 prices. C: 


Note. — 1961-1962 shares in constant 1951-1952 prices have been calculated 
by applying index numbers of GDP in constant prices for the different sectors 
(derived from GDP data at constant prices) to the shares of each sector in 1951- 
1952 at current prices (column A). 


cent. The relative growth of this sector was exceptionally 
fast in Italy, where its share doubled during the period. 


The services sector — when defined to include trans- 
port and communications, wholesale and retail trade, 
administration, and “ other services ’’ — is the largest of 
the major sectors of output normally distinguished in 
western European national accounts. Its share at the 
beginning of the period was 42 per cent of the aggregate 
gross domestic product of the ten countries, and it rose 
to 44 per cent at the end of the decade. A general 
characteristic of the growth of the services sector is that 
its share in gross domestic product tended to increase 
faster in the countries where it had been low at the 
beginning of the decade (Austria, Finland and Italy) 
than in those where it was already high (Belgium, the 
Netherlands, Norway and the United Kingdom). But in 
the United States, where the output of services accounted 
for more than one-half of total domestic product at the 
beginning of the fifties, the share has also increased 
significantly. Consequently, the shares of the services 
sector in different countries tended to come closer to one 
-another, ranging between 32 and 48 per cent at the begin- 
ning of the period and between 38 and 51 per cent at the 
end. Among the sub-sectors of total services, the shares 
of transport and communications and of wholesale and 
retail trade in gross domestic product did not change, 
while that of administration and of “other services” 


increased.** 


ba It should be noted that in most individual countries for which 
data are available, the share of “ other services ” has increased much 
more than the aggregate (partly estimated) increase shown. 


@ Share in GDP at market prices. 

5 Column А: 1953-1954. Column В: 1961-1962 at 1953-1954 prices. 
С Including public health and education. 

@ Column A: Excluding the Saar and west Berlin. 

€ Including construction. 

ЛАП government activity, excluding education. 

9 Including government enterprises. 


When the changes in the pattern of output are 
measured in constant prices (also shown in Table 8), 
divergences between the two sets of figures must be inter- 
preted with reserve, given the difficulty of deflating the 
output of different sectors and the different statistical 
methods used by each country for converting current 
into constant prices. Such reservations apply, of course, 
both to the reliability of constant price data as such and 
to the use of the implied changes in prices of value added 
in each sector. Particular caution is needed in interpret- 
ing data for the services sector, where differences be- 
tween the two series depend on the conventions used to 
measure the volume of output and price changes; for the 
conventions affect the significance of the implied price 
developments to an unknown degree, not only in the 
services sector itself but, by implication, also those of 
gross domestic product. Nevertheless, when all these 
provisos are made, changes in sectoral shares of output, 
measured in both constant and current prices, and the 
divergences between the two series are still of some 
interest. 


In contrast with the tendency for the share of indus- 
trial output in aggregate gross domestic product in 
current prices to decline slightly, industry’s share in 
volume terms in the ten western European countries as a 
group increased from 41 per cent at the beginning of the 
period to 45 per cent at the end. The increase was great- 
est in such countries as Finland and Italy, which were 
still industrializing rapidly. The opposite movement of 
the share of industrial output in gross domestic product 
when measured at current and constant prices suggests 
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TABLE 9 


Gross domestic product by sectors in selected western European countries and the United States in 1961-1962 


Index numbers of volume, 1951-1952 = 100 
a 


Services 
icul- Construc- hich: 
Country aoe Pe Industry tion of whic Sate 
Total Transport Trade а 
Ур 55 3 5 3 6 6 172 134 182 164 176 186 210 140 
1 5 5 6 3 a ¢ 127 125 132 128 127 135 139 115 
ЗВ оао 6 ав 147 123 155 52 150 15 166 1486 
ЕО вто ое ю в 160 121 201 164 149 157 ae 149 
Басе eae eae i's 153 133 162 142 152 161 169 122% 
Western Germany .. . 198 121 226 212 186 177 206 156 
IGEN Ga: Е aie 181 130 232) 280 158 181 180 15060 
МЕНЕ 5 5 5 6 бе 161 120 a= 1175) ——— 161 171 an 
Могла 144 98 152 123 156 и ль a 
United Kingdom. . . . 129 1.225) 132 142 123 120 137 89 
ОО Statesman: 132 118 127 108 134 130 129 120 с 
Total, excluding the 
Wnited маю... . 158 126 274 167 150 153 


Sources : Аз for Table 8. 
@ 1953-1954=100. 


that prices of industrial output (value added) have tended 
to fall in relation to prices of gross domestic product, and 
that the relative decline has been particularly marked in 
Italy and western Germany, where industrial output in 
volume terms increased most (see Table 9). 


The share of agricultural output in gross domestic 
product is seen to have declined no matter which prices 
are used, but somewhat less in volume terms than in 
value terms in all countries except Norway,’® the impli- 
cation again being that prices of agricultural output have 
risen less than the overall price level. The opposite was 
true of construction whose share in total domestic output 
for the ten countries as a group did not rise in volume, 
whereas it increased when measured at current prices."® 
The upsurge of construction costs and prices, which 
apparently underlies this development, is well known, 
its recent manifestations being mentioned in the following 
section. In the services sector, too, the fact that the 
aggregate share declined at constant prices and increased 
at current prices, and that in the few countries (Austria, 
Denmark, the Netherlands and Norway) where the 
volume share increased it rose less than the share at 
current prices, suggests a tendency for the relative prices 
of services to rise faster than the average.”” 


Sectoral shifts in employment can be summarized, very 
broadly, as follows: the share of agriculture in the total 


75 In Norway fishing and whaling constitute a large share of the 
sector agriculture, forestry and fishing. 


7в Tn Italy the share in volume terms also rose sharply, but less than 
that in current value terms. 


77 Some evidence of a relative price increase of services entering 
into private consumption was mentioned in section 1; and in sec- 
tion 3 an explanation is advanced for the more rapid wage-cost and 
price increases in certain parts of the services sector than in other 
sectors of the economy. 


© Includir z public health and education. 
с Including government enterprises. 


(employed) labour force has fallen everywhere; the 
changes in industry’s share of total manpower were 
divergent — increasing in some countries and’ decreasing 
in others — but on the whole the changes in either direc- 
tion have been small; the coastruction sector has every- 
where taken a larger share. The greater part of agricul- 
ture’s relative loss of labour has, with few exceptions, 
been absorbed directly or indirectly by the services 
sectors whose share in employment increased in all 
countries. 


As may be seen from Table 10 (and also from Chart 
3) the relative reduction in agriculture’s share of the 
labour force has been substantial, particularly in those 
countries which entered the period under review with a 
large establishment of agricultural workers. Indeed, it is 
only in the United Kingdom, where agricultural labour 
represented a small share of the total at the outset, that 
the relative contraction has been small. And there was 
an appreciable relative transfer of labour towards in- 
dustry only in western Germany. 


In construction the largest relative increase in employ- 
ment occurred in Finland (no data being available for 
Austria and Italy), but it should be noted that this 
sector’s volume of output rose very fast in Italy. In terms 
of employment, the services sector is larger than industry 
in eight of the western European countries listed in Table 
10, and also in the United States.*® Industrial employ- 
ment is still larger than that in services only in western 
Germany. 


On average, the services sector in each country seems 
to have absorbed an additional 414 per cent share of the 
total employed labour force during the ten-year period 


й 'з Austria and Italy are excluded from the comparison for lack of 
ata. 
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TABLE 10 


Percentage distribution of the employed labour force, 1951-1952 and 1961-1962 
A = 1951-1952, B = 1961-1962 


re А/ЗУАьа—а—а—аэа—„—„ЗА'Ч'’Ч’А’АаАаАЭА’’„’ЗЗЗЗЗЗЗЗЗА 


Services 
Country Agriculture Industry Construction Total Transport Trade Other services 

A BoA B A B A B A B A B A B 
PER GET CHS а ЗИ 33 22 Be fe ac 30 31 5 wa Я ms 16 
Ва ое 10 7 39 38 6 7 45 48 7 7 13 15 25 26 
Menmanke? pees ty 27 20 31 Bill i 8 85 41 fe aS 
ЕО, оао es F< 46 35 22 23 6 9 26 33 5 6 10 13 16 
ОО aetna ee 27 20 29 30 7 8 37 42 5 6 11 13 21 23 
Western Germany? ... . 9 а 5 40 7 8 33 38 6 5 12 18 Dil 
А a eee SS 42 28 325 405 г ne 26 32 a a 
INetherlands!4s 2 46 =: 13 10 3) 32 8 9 47 49 7 a 15 15 25 Я 
INOLWaAYe ав а. 29 22 26 27 7 8 38 43 9 11 11 13 18 it) 
United Kingdom ..... 5 + 43 41 6 й 46 49 8 13 16 25 26 
ЕС 5 о о ое 11 9 28 25 6 6 55 60 6 5 22 24 27 31 


Sources : OECD, Statistical Bulletins — Manpower Statistics, 1950-1962, @ Column A refers to 1950. 
Paris 1963; and national statistics. € Figures refer to 1950 and 1960. 
@ Figures refer to 1951 and 1961. 1 Column A refers to 1954. 


b Including construction. 9 Column A refers to 1952. 
© Column A refers to 1953-1954. й Man-years; column В refers to 1961. 


CHART 3 


The share of agriculture in GDP (at constant and current prices) and in the employed labour force, 1951-1952 
and 1961-1962 


12 


Percentage shares in GDP 


10 


2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 40 42 44 46 
Percentage shares in employed labour 


indi irecti i iod. Dashed arrows indicate corresponding 
> e black arrows indicate the direction of change during the perioc : у 
а constant prices. When an arrow intersects a radial “ from_below ” it means that the average worker’s relative 
share in GDP has increased. 
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(the increase in the United States amounting to 5 per- 
centage points). The conclusion that the entire services 
sector has become much more important as an employer 
than it was ten years ago has to be qualified by the fact 
that the increase does not appear to have affected its 
constituent sub-sectors uniformly. The shift of labour 
into the transport sector has been relatively small in most 
countries for which data are available, and in some 
countries (Belgium, western Germany, United Kingdom 
and the United States) transport takes a smaller share of 
the total employed labour force than previously. There 
have been significant increases in transport’s share of 
labour only in Norway. This observation corresponds 
quite closely to the changing share of transport in gross 
domestic product at current prices shown in Table 8; in 
the ten countries as a group, its share has remained 
constant. 

Available employment data indicate an increase in the 
share of total labour employed in trade in each country 
shown — and also in the United States. Considering the 
sector’s small size, its expansion has been considerable, 
but understandable inasmuch as the combined output of 
industry and agriculture has grown slightly faster than 
gross domestic product, and the output of these two sec- 
tors has to be distributed through trade channels. Since 
productivity increases in trade may be assumed to have 
been slower than in industry or agriculture, the trade 
sector’s only way of handling a rapidly growing volume 
of commodities has been to raise its share of the total 


employed labour force. “ Other services ae (including 
administration) have also appreciably increased their 
relative labour share everywhere. 


Notwithstanding the numerous inherent weaknesses of 
the data relating to sectoral shares in gross domestic 
product (whether at constant or current prices), there is 
something to be said for comparing them with the 
changes that have taken place in the sectoral distribution 
of labour.?® The data from Tables 8 and 10, when plotted 
as in Chart 3, show that in every country, except Finland, 
the fall in agriculture’s share of gross domestic product 
at constant prices has been less pronounced than the 
decline in its share in total employment. If the data 
were wholly reliable, the implication would be that the 
volume of output per worker has increased faster in 
agriculture than in the economy as a whole (in other 
words, the average relative share per worker in gross 
domestic product at constant prices has increased in agri- 
culture). Similarly, Chart 3 suggests that gross domestic 
product (at current prices) per worker has increased less 
in agriculture than in the economy as a whole.*° 


79 Tt should be added that the employment data generally cover 
slightly different periods from those for gross domestic product and 
that the sectoral boundaries for labour do not necessarily correspond 
to those for gross domestic product. 


8° No chart has been drawn to reproduce the corresponding 
changes which have taken place in industry since they have generally 
been rather small and divergent. The arrows would be short and 
point in various directions. 


CHART 4 


The share of construction in GDP (at constant and current prices) 
and in the employed labour force, 1951-1952 and 1961-1962 


Percentage shares in GDP 


1 2 3 4 5 6 й 


Percentage shares in employed labour 


Note: The black arrows indicate the direction of 
change during the period. Dashed arrows indicate 
corresponding changes at constant prices. When an 
arrow is steeper than a radial through its Starting 
point, it means that the average worker’s relative 
share in GDP has increased, 
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CHART 5 


The share of services in GDP (at constant and current prices) 
and in the employed labour force, 1951-1952 and 1961-1962 


Percentage shares in GDP 


25 30 32 34 36 38 40 42 44 46 48 50 52 54 56 


Percentage shares in employed labour 


Chart 4 shows how the shares of the construction 
sector have changed in selected countries during the 
period. Rising relative prices in the sector in all the 
countries are illustrated by the fact that the unbroken 
arrows rise more steeply than the dashed ones. In two 
countries, western Germany and the United Kingdom, 
the volume share of construction in gross domestic pro- 
duct increased faster than the sector’s share in employ- 
ment, so that (at constant prices) labour productivity 
has increased faster in construction than in the economy 
as a whole. 


Developments in the services sector, illustrated in 
Chart 5, show that in all countries (except Austria) its 
share of total employment has increased faster than its 
share of gross domestic product at either constant or 
current prices. The implied conclusion is that produc- 
tivity per worker has increased less in services than in 
the economy as a whole. In Belgium, Finland, the 
United Kingdom and western Germany the sector’s share 
in gross domestic product at constant prices has de- 
creased, whereas its share of the employed labour force 
has gone up.®°? 

Speculation about prospective changes in sector shares 
in gross domestic product is risky. By and large, the 
trends in the industrial countries of western Europe have 
been fairly similar in the past, and have also resembled 
those in the United States. Since the share of agriculture 
has tended to fall at approximately the same rate in the 
various countries, irrespective of its initial size, it seems 
likely that it will continue to shrink for some time to 


80 a Kor a description and analysis of structural changes in produc- 
tion in western Europe which took place between the pre-war 
period and 1955, see Economic Survey of Europe in 1956, Part Ш, 
Chapter VII. 


Note: The black arrows indicate the direction of 
change during the period. Dashed arrows indicate 
corresponding changes at c7stant prices. When an 
arrow intersects a radial “from below ” it means 
that the average worker’s relative share in GDP 
has increased. 


58 60 62 


come. Conversely, the share of industry in gross domestic 
product will, at constant prices, probably increase further, 
although perhaps more slowly than in the decade consi- 
dered, leaving room for a rise of that of the services sector 
as a whole as the pattern of output (reflecting a more 
advanced stage of economic development) of western 
European countries approximates that of the United 
States. Moreover, this sector will continue to absorb an 
increasing share of the total labour force, partly because 
of the limited scope for productivity gains in some of its 
branches. 


The growth of the services sector is often considered to 
be a factor promoting greater stability of employment and 
output. While, within the services sector, the demand for 
the output of transport and communications and of trade 
is linked with and affected by activity changes in agricul- 
ture and industry, annual changes in the output of 
administration are more autonomous and the growth of a 
major part of demand for “other services ” — mainly 
those entering into private consumption — is comparatively 
immune from fluctuations in the rate of growth of in- 
come.®! Since the two latter sectors taken together out- 
weigh the former two in both employment and output, the 
impact of cyclical fluctuations in economic activity on the 
services sector as a whole tends to be relatively small. The 
indirect effect of a large services sector may also be con- 
sidered as stabilizing, inasmuch as the fluctuations that 
occur in its output do not cause as large secondary swings 
in investment activity as do fluctuations in consumers’ 
demand for industrial commodities or in export demand. 


Whether such a stabilizing effect has yet been large 
enough significantly to influence general trends of eco- 


81 See section 1. 
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TABLE 11 


Industrial production in selected western European countries and the United States, 1961 to 1963 
Index numbers 1958 = 100, seasonally adjusted 


Country 1961 1962 1963 7 = Wi о т т ai iV 

EE Cate ro eas ay ee 125 134 140 130 122 133 135 133 140 139 144 
АИ ь о ба БИ op os 116 123 131 120 123 125 124 123 182 131 135 
СЫ ele eas ро 116 123 129 122 123 125 126 121а 129 131 136 
Western Germany ..... 126 131 136 128 130 132 134 131 136 136 141 
TERN] oy обо о CA Ain 142 156 169 154 154 154 161 163 170 168 176 
Netherlands esa en eee nen cles 126 133 139 132 132 133 134 135 140 142 144 
А foe aes, boc 114 116 120 15 116 ИЦ 117, 116 119 122 125 
НОР A oe a) о ор 123 125 131 124 123 126 126 127 129 131 135 
ТОНЕ = og Go o oo 8 0 ¢ 120 125 133 1 125 125 128 129 131 134 137 
Рона re ewes sr 126 131 136 124 125 123 120 124 129 126 132 
Swede nama ооо а 119 121 123 119 121 123 121 119 124 124 126 
Winitednikene бб о ооо аб 113 114 118 113 114 115 115 114 117 120 123 
binland ear оо вен e 136 145 150 142 144 145 147 143 250 150 156 
Greece: a se es 118 123 132 107 124 137 124 112 129 152 137 
а о о acer sb ele 130 136 145 128 141 131 142 134 147 145 153 
О С ее 118 ПИТ 137 127 126 120 136 134 138 129 148 
ЗОНЕ Я 5 5 5 a go 6 oO 140 150 173 136 147 148 167 150 72 174 194 
ОО ЗЕЕ оо go 5 8 li 126 133 123 126 127 127 128 132 134 135 


Sources: National statistics, and OECD, Statistical Bulletins — General 
Statistics. 


Norte. — The Netherlands is revising its series. The new series has been 
seasonally adjusted by the secretariat. 


@ Important strikes. 


nomic growth during the period under review is another 
question. Industry’s share of output and employment — 
a sector subject to considerable cyclical fluctuations — has 
continued to rise in a number of countries, and the current 
share of industry in output has been very close to that of 
the services sector, although its share in employment has 
been smaller in most countries. While agriculture has 
been releasing labour and its share in output has substan- 
tially declined over the period, government policies have 
tended to protect agricultural incomes and employment 
against cyclical or other fluctuations in demand and prices. 
On the other hand, the rising share in total employment 
(although not in the volume of output) of construction — 
a sector in which demand has been consistently high, but 
subject to repeated policy restraints — has tended to im- 
part an element of instability to total employment. The 
net outcome of structural changes over the period — in the 
sense of an increasing or decreasing tendency towards 
stability — is therefore difficult to assess. However, once 
agriculture has become so small a sector that further 
releases of labour from it become relatively unimportant, 
the anticipated expansion of demand for services will 
inevitably be at the expense of a contraction of industry’s 
share, as has already happened in the United States 2 — 
and, in respect of employment, in the United Kingdom 
too. In that event, western European economies will 
acquire a greater built-in stability of employment. 


82 The shares of output of the services and industrial sectors in the 
United States in 1961-1962 were 59 and 32 per cent respectively and 
the corresponding shares of employment 60 and 25 per cent. 


D The yearly figures are revised, and differ from the average of the short-term data. 
С Not adjusted for seasonal variations. 

4 1959=100. 

е 1960=100. 


Industrial production in 1963 


The industrial production of western Europe rose from 
1962 to 1963 at a rate approaching that of the preced- 
ing two years, when it was just under 5 рег cent.®* Both 
demand and output revived after the end of the long 
winter and the volume of industrial output was 4 per cent 
higher in the first nine months of 1963 than a year earlier. 
Provisional data for the full year indicate that in every 
country the growth of industrial production between 1962 
and 1963 was greater than indicated by the first nine 
months’ results, and that the annual increase amounted 
to some 444 per cent (see Table 11 and the text table 
below). 


The divergence between the combined industrial growth 
rates of the European Economic Community (EEC) and 
the European Free Trade Association (EFTA) has in- 
creased, following slower industrial expansion in the 
former group and an acceleration in the latter. The pace 
of expansion in the EEC declined from 614 per cent in 
1962 to about 5 per cent in 1963, whereas in EFTA it went 
up from 114 per cent to about 31% per cent in the same 
period. This convergence of growth rates was the result 
partly of a continuing slow-down in western Germany 
(where output rose less than aggregate western European 
industrial production for the third year in succession) and 
partly of a slackening of the very swift expansion in 


83 Industrial expansion did not slow down between 1961 and 1962, 
although the rate of growth of gross national product declined from 
4.5 to 3.5 per cent. 
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France and —to a smaller extent — ш Italy.** On the 
other hand, the revival in the United Kingdom gathered 
momentum as domestic and export demand recovered. 


It is difficult to foresee whether the rates of growth of 
the two groups will continue to converge in 1964. In both, 
the rate of increase of industrial output picked up in the 
last quarter; but — bearing in mind the unreliability even 
of seasonally adjusted quarterly data — the acceleration 
was slightly greater in the EFTA than in the EEC. This 
may mean that there will be a further narrowing of the 
disparity in the growth rates of the two groups. Industrial 
growth is expected to be faster in 1964 both in the United 
Kingdom and in western Germany, but stabilization 
measures may produce a slow-down in France, Italy and 
the Netherlands. 


The pattern of industrial expansion 


As pointed out in last year’s Survey,®® western 
Europe’s chemicals industry enjoyed a very vigorous 
expansion throughout the period 1959 to 1962. This pro- 
gress was interrupted by a decline in output in the last 
quarter of 1962, but for the year as a whole the increase 
was still 11.5 per cent. The slackening continued during 
the second quarter of 1963, when expansion was resumed, 
though at lower rates than previously. As a result, pro- 
duction of the chemicals branch in 1963 was some 10 
per cent higher than in 1962.36 


The relative sluggishness of the metal-using sector since 
the end of 1960 (reflecting weakening investment demand) 
became more pronounced in 1962 and continued in 1963. 
Output increased in 1962 by 4.5 per cent above the 
previous year’s level, and the rate of growth was the same 
m1963.%¢ 


Consumer-goods industries, on the other hand, ac- 
celerated their expansion of output. Thus, the production 
of food and beverages, which in 1962 had risen by 3.5 
per cent above its 1961 level, was 5 per cent greater in 
1963 than a year earlier; the output of the textiles branch 
increased in 1963 by 5 per cent, compared with annual 
increases of only 1.5 per cent in both 1961 and 1962. 


The relatively high rates of growth of production of 
consumers’ goods, and their tendency to accelerate, are 
evident from the data for ten individual countries pre- 
sented in the table on p. 35. In seven of the ten countries 
listed the expansion accelerated in the second half of 
1963. In Austria and western Germany the rate of in- 
crease was maintained at a fairly high level, and only 
Belgium experienced a slight decline. Progress was slow 
or nil in the capital-goods sector in most countries in the 
first half of 1963. Output was lower than in the correspon- 
ding period of 1962 in absolute terms in Austria, Finland 
and western Germany, and was stagnating or growing 
more slowly in all countries except Belgium, where 
expansion was very rapid. In Italy, even though the 
advance was still remarkable, growth was somewhat 


84 See section 5 for an account of the inflation in these two coun- 
tries in 1963. 

85 See the SuRvEY for 1962, Part 1, Chapter II, р. 15. 

86 First three quarters compared with the corresponding period of 


slower than a year earlier. A general revival in production 
of capital goods occurred in the second half of 1963. 
Output rose in all ten countries, except Finland (where it 
was lower) and Austria (where it remained at the same 
level). Strengthening export demand in a number of 
countries, and also a revival of private investment demand 
more recently in western Germany *’ and the Netherlands, 
brought about this upturn. There was a marked increase 
in the rate of increase of capital-goods production in the 
United Kingdom, thanks to a large rise in the output of 
consumers’ durables and higher exports. 


Percentage increases of industrial output 
from previous year 


Austria im, 99 ре 23 4.2 
Вата ae ae №. 5.6 6.2 
ЕО о pest sven 6.2 4.7 
Francis, +e] tart Geer 6.1 4.8 
Фи arene ea 4.7 7.4 
ЕВ ооо 4.6 6.6 
а eee See, ee 9.6 8.8 
Netherlands) = 2s. 4) 4). 5.6 4.5 
INOKway ies, gree 4.0 5.8 
Пе о ae ree 1.4 23} 
United Kingdom... . 1.0 3:7 
Western Germany. ... 4.5 3.8 
Yugoslavia eee 6.8 15.5 
Western Europea № 5.0 4.5 
BEC Se т 6.5 5.0 
БЕТА. м 1.5 8:5 


Sources: OECD, Statistical Bulletins — General 
Statistics; and national statistics. 


Passenger cars 


Booming demand for passenger cars helped in 1963, as 
in 1962, to sustain the production of the metal-using 
industries and therefore to support the output of the 
capital-goods sector, as defined in the text table.°° 

The output trends in the four major producing coun- 
tries can be summarized as follows (percentage increase 
in output from previous years): 

1963 


Prance eer soe ee 29 14 
Western Germany. ... . 11 14 
аура ооо ee ть. 26 26 
United Kingdom’ 423 > . 24 29 


‚ The combined passenger car output of these four 
countries increased by 19 per cent in 1963, compared with 
а 20 per cent rise in 1962.°° In France the data indicate 
a pronounced slackening of the expansion, but the 29 
per cent increase in 1962 was exceptional and reflected a 
recovery from the 11 per cent drop in output that occurred 


87 The decline in output of machinery came to a halt, and there 
was an upturn in the production of the electrical-engineering indus- 
tries in the latter months of 1963, while the output of motor-vehicles 
continued on the strong upward trend of recent years. 

88 Kor a discussion of long-term trends in demand for passenger 
cars, see the Bulletin, Vol. 15, No. 1. 

89 The smaller commercial vehicle industry shows a much more 
moderate expansion in 1963, and in some countries production even 
declined. 
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in 1961. In fact, French production in 1962 was only 15 
per cent above output two years earlier, and the 1963 rate 
would seem more in line with the longer-term trend. As 
can be seen from Table 12, imports of passenger cars into 
France increased much faster than exports, although there 
was a slight rise in net exports. The slight acceleration of 
the industry’s growth in western Germany in 1963 was 
entirely due to a huge upsurge of exports. In 1962 both 
exports and new registrations had increased at the same 
rate of about 10 per cent, but in 1963 domestic demand 
was comparatively sluggish in that new registrations in- 
creased by only 4 per cent. Instead, exports went up by 
29 per cent, and since they accounted for nearly one-half 
of total output (imports being relatively insignificant), this 
more than outweighed the slower growth of domestic 
demand. In the United Kingdom, on the other hand, the 
exceptionally swift growth of output in 1963 was entirely 
based on the boom in the domestic market (new registra- 
tions increasing by 29 per cent, against only 6 per cent in 
1962): exports rose less than the year before.°° 


Production of capital-goods and consumer-goods industries 


Percentage changes from corresponding period of previous year 


A = Capital-goods industries 
B = Consumer-goods industries 


1962 1963 
First Second First Second 

half half half half 

Аа Е" А 4 2) —2 0 
B 5 5 8 8 

Вет А 7 6 11 14 
В 5 8 6 5 

ЕЯ . 5 5 o oo A 8 3 —8 —6 
B 9 т 3 5 

ITUNES ем A 12 10 2 6 
В 3 2 5 8 

Western Germany A 2 2 —2 1 
В 4 7 5 5) 

ау пет А 13 1 12 14 
B 6 4 7 9 

Netherlands . . A 5 6 2 4 
B 4 7 4 7 

Могла cee A 6 5 5 5 
B 8 8 5 8 

SMC 4 о бо аб А 7 1 — 2 
B 1 1 3 4 

United Kingdom . A 1 1 1 5 
В —1 1 1 6 


Source ; National statistics. 


Note. — There are some differences among countries in the allocation of 
industrial branches to the two sectors distinguished in the table. For Austria, 
Belgium, Finland and western Germany capital-goods industries comprise machin- 
ery and some transpoit equipment, as well as certain metal goods and electro- 
technical products. For France, Italy, the Netherlands and the United Kingdom, 
this category comprises the total metal-using industry (including motor-cars). 
The least satisfactory allocation is that for Norway and Sweden, where the capital- 
goods industries include building materials and some intermediate products. 


In Italy new registrations soared from an increase of 
29 per cent in 1962 to one of 44 per cent in 1963. This 
burst of demand could not be matched by output, even 
though it, too, was growing very fast; the result was a 


*° Imports of passenger-cars into the United Kingdom also in- 
creased by as much as 69 per cent but they account for an insigni- 
ficant share in the total. 


slight fall in exports and a more than doubling of imports. 
Recently introduced stabilization measures in Italy, in- 
cluding a purchase tax on new cars and a rise in the tax 
on petrol, may, however — ш conjunction with other 
measures of demand restraint — have the desired effect of 
checking domestic demand for passenger cars 1n 1964. In 
western Europe as a whole,** new registrations ш 1963 
increased at the same rate as the year before —i.e. by 16 
per cent. 


The supply and use of steel in 1963 


Production of crude steel in western Europe in 1963 
was 3 per cent above the level to which it had fallen in 
1962, and thus slightly exceeded the previous record out- 
put achieved in 1960. The expansion was largely con- 
centrated on the United Kingdom — accounting for two- 
thirds of the rise— and “the rest of western Europe ” 
(notably Sweden and Norway); whereas there was hardly 
any change in steel production in the European Coal and 
Steel Community (ECSC). 


Production of crude steel 


Million tons 


1960 1961 1962 1963 

ЕСО bev Fe eS 12:38 73.252 
United@Kingdonve eee 24.7 22:4, 20.885229 
Other western European countries . 11.5 124) 124 130 
Total western Europe: =...) =. 109.0 108.0 106.2 109.1 
Total’ worlds. sneer. 346.4 356.6 364.6 387.9 


Sources: United Nations Quarterly Bulletin of Steel Statistics and secretariat 
estimates, 


The revival of British output followed an abrupt decline 
in the previous two years — by 16 per cent between 1960 
and 1962 — so that the increase of 10 per cent in 1963 
brought output to a level that was still some 7 per cent 
below that of 1960. Aggregate output of crude steel in 
the ECSC countries scarcely changed between 1960 and 
1963, a gradual contraction in western Germany being 
offset by higher production in Italy and the Netherlands. 


In the United Kingdom the sluggishness of the economy 
between 1960 and 1962 resulted, as the figures below 
show, in a substantial decline in the apparent consumption 
of steel, affecting both domestic production and imports, 
but the volume of exports was maintained. However, 
actual consumption decreased less, since during the period 
stocks held by steel consumers were reduced to very low 
levels. The economic upswing in 1963 brought a rapid 
increase in steel consumption (some 15 per cent higher in 
the fourth quarter than a year earlier), which led to an 
unambiguous recovery of steel production and a certain 
revival of imports. 


In the rest of western Europe, except the ECSC, both 
production and apparent consumption continued to grow 
in 1963. Trade in steel was influenced partly by the con- 
tinuing change in the Swedish steel balance, consisting of 
a reduction in import requirements, and partly by higher 


*1 Eleven countries, as listed in Table 6. 
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TABLE 12 


Passenger-car production, imports, exports and new registrations, 1958 to 1963 


Country 
1958 1959 


France 


feet tee Wile” 2 


Western Germany 
IPTOGHCHION и. 


Ио, a es 


Italy 


oa. > ee 


© See ИИ 


United Kingdom 
Productiony ssttae <2 


pete eel e's 


DRAG CES. яя 


Le eo ae 
ета eae 


We wens. bs te yw. te 


ГЫ Сер tity. tee eens 


АО ee Myatt ee.) ee 


Cf a a oe eet oe ee: 


Be Pe ЧР eee 


United Kingdom 


Sources : National statistics. 


exports to the ECSC and the United Kingdom; the result 
of these changes was a small increase in net exports in 
1963. 


Steel production, imports, exports and apparent consumption 
in western Europe 1960 and 1962 


Million tons, trade data expressed in crude steel equivalent 


Production Imports Exports а pr bale ew 
ECSC 
LES begs Фок Re C MeO 72.8 14.5 29.2. 58.1 
OG 2 aS Fae tint 1. 73.0 16.4 28.4 61.0 
Percentage change . — +13 —3 +5 
United Kingdom 
LOGO, at Те 24.7 1.6 4.0 222 
Обр ee eT 2), 0 20.8 0.9 4.0 17.7 
Percentage change . —16 —40 — —20 
Rest of western Europe 
Обои НИЕ: 11.5 7.2. 2.8 15.9 
AIG QM. Hey hia. esike 12.4 8.4 32 17.6 
Percentage change . +8 +17 +16 +11 
Total western Europe 
TEXTS Oe eee 109.0 23.2 35.9 96.2 
LOC Dan и, ict oye Зри 106.2 PIS) 35.6 96.3 
Percentage change . —3 +11 —1 —- 


1960 1961 1962 1963 


Thousands Percentage 


increase 
1962 to 1963 


Apart from the considerable swings in British output, 
the stagnation of steel production in the ECSC — during 
a period of continuing expansion among steel-consuming 
industries in the area — has been a noticeable feature of 
the recent development of steel production in western 
Europe. The foregoing figures show that apparent steel 
consumption continued to grow between 1960 and 1962 in 
the ECSC, while production remained virtually un- 
changed. What happened was that net exports * declined 
significantly, and since intra-ECSC trade continued to 
rise, the change represented a decline in exports to other 
countries, and to the United Kingdom in particular. In 
1963 net exports of steel continued to fall — not, as in 
the two previous years, mainly because exports to third 
countries fell, but rather on account of increased im- 
ports from third countries.°* In particular, exports to 


82 It should be noted that, although trade figures are expressed in 
crude steel equivalent, the trade balance is affected by a shift to- 
wards exports of more highly worked steel to developing countries 
and that steel imports from eastern Europe are concentrated on 
crude and semis, whereas exports to that region consist of finished 
steel. 

3 On the ECSC definition (which excludes certain types of finished 
steel) such imports in 1963 reached a level of about 5 million tons 
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eastern Europe declined whereas imports from that region 
increased. Actual steel consumption in fact grew more 
than shown in the text table, since stocks tended to fall 
from the beginning of 1961 to the end of 1963. 

The change in the net trade of the ECSC during this 
period — as well as the similar development in the United 
States, where there was a record import balance in 1963 
— largely reflected the rapid increase of steel production 
in importing countries, the emergence of new steel ex- 
porters (particularly Japan), and the tendency for the 
United States and ECSC steel industries to maintain 
prices. The Japanese steel industry, depending on im- 
ported materials, has become a major steel exporter, 
partly as a result of the declining costs of ocean transport. 
The keenness of price competition on international mar- 
kets has resulted in a lowering of international steel prices, 
as is illustrated by the following series of annual averages 
of “actually obtainable prices” at the beginning of each 
year for ECSC sales to third countries. 


Merchant Heavy Heavy Cold-reduced 
bars sections plates sheets 
US dollars per ton 
MWS 5 110 100 110 190 
И бо 101 95 100 150 
1 об 95 94 92 120 
ТО 81 81 90 115 


To maintain output the ECSC High Authority has рег- 
mitted the alignment of prices to foreign offers, but when 
these alignments threatened to disturb the internal price 
structure the High Authority recently raised the group’s 
external tariff on steel to the Italian level of 9 per cent; it 
also imposed quotas on imports from eastern Europe and 
the Soviet Union in 1964 of 430,000 tons of pig-iron and 
530,000 tons of steel, compared with imports of 563,000 
and 858,000 tons, respectively, between January and 
November 1963. 

In 1963, the motor-vehicle industry was the most 
expansionary customer, although towards the end of the 
year stock-building, by consumers as well as by merchants 
and dealers, also became important. Consumption of steel 
by the motor-vehicles industry is likely to remain high in 
1964, and demand from shipbuilding may also increase; 
stronger demand for steel from the mechanical and elec- 
trical engineering industries, as a result of the expected 
revival of private investment, is also expected, as is the 
maintenance of firm demand from the building industries. 
In the United Kingdom, steel production has in the early 
months of 1964 been at an annual rate of 27 million tons, 
i.e. about 10 per cent above the 1960 record volume, and 
substantially above the target for the year of 25.5 million 
tons. In the ECSC, orders both from within the region and 
from third countries indicate a definite upturn towards 
the end of 1963. The High Authority in fact expects 
ECSC steel production in 1964 to reach 78 million tons, 
largely because of a rise in western German production. 


The expected recovery in western European steel 
production may also bring about an increase in capacity 


(expressed in crude steel equivalent), almost twice as high as the 
year before (see Bulletin de la Communauté Européenne du Charbon 
et de l’Acier, No. 45, 1963). 


utilization, which — despite the rise in demand — had 
fallen to an estimated 82.7 per cent from the 85.2 per cent 
estimated for 1962.° Investment in the British steel in- 
dustry has steadily diminished since the peak in 1961, and 
is expected to fall again in 1964; and while investment in 
the ECSC steel industry rose between 1961 and 1963, a 
simultaneous drop in the value of projects submitted 
suggests both that this decline reflected completions of 
investments already undertaken and that a decrease in the 
volume of investment is in prospect. 


(b) Shipping and shipbuilding 


In response to the growth of world production and 
trade, shipping and shipbuilding have expanded at an 
unprecedented rate during the postwar period. Rapid 
modernization of merchant fleets and of shipbuilding 
methods have been general and have resulted in a lower- 
ing of ocean transport costs particularly for bulky com- 
modities. This, in turn, has facilitated the expansion of 
world trade. 

Shipping has been scarce only during the two major 
crises of Korea and Suez. On both occasions there were 
steep increases in maritime freight rates, ordering booms, 
and accelerated shipbuilding, shortly succeeded by 
periods of widespread unemployment of tonnage. This 
“ overcapacity ” did not cause any precipitous decline in 
new building since, owing to rapid technical progress, 
owners of old and inefficient ships were obliged to replace 
them in order to stay in business. 


In the course of 1963 dry-cargo freight rates tended to 
rise, with an appreciable quickening during the autumn, 
on account of the Soviet Union’s exceptional wheat pur- 
chases, to reach a peak in October, followed by a new 
decline. Tanker freight rates reached a peak early in 1963, 
following the severe winter and then rose briefly to a new 
peak early in this year. 


Demand for shipping 


The development of ocean transport depends in the 
last resort on the growth of world commodity production, 
and on changes in the geographical and commodity com- 
position of production. During the postwar period inter- 
national trade — most of which, in terms of weight, is 
transported in ships — increased faster than production, 
and faster even than industrial production. But year-to- 
year fluctuations were greater in world trade than in pro- 
duction — partly because one of the functions of trade is 
to eliminate temporary scarcities. The rapid growth of 
world trade and ocean transportation between 1954 and 
1957 was very largely due to the need to relieve western 
Europe’s fuel shortage by imports of petroleum and 
American coal; the upsurge of 1960 to a general need to 
replenish raw material stocks ; and the sudden increase in 
demand for ocean shipping towards the end of 1963 to 
Soviet wheat requirements. 


In general, such exceptional requirements for imports 
and hence for ocean transport concern staple commodi- 


** Cf. United Nations, The European Steel Market in 1962. 
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ties. It is therefore natural that ocean transport, par- 
ticularly dry-cargo (measured in tons loaded), fluctuates 
more widely than the volume of world exports (con- 
structed with value weights and thus dominated by trade 
in manufactures). The measurement of ocean transport 
by the standard of goods loaded is, of course, imperfect: 
the transport distance is also important. However, no 
comprehensive data exist of ocean transport in terms of 
ton-kilometres.°* 


; The average transport distance has almost certainly 
increased in ocean shipping during the postwar period, 
partly as a corollary of the declining transport cost per 
ton/km, which has reduced the economic distances be- 
tween countries.°° Certain other factors have contributed 
to this development. For one thing, crude petroleum con- 
stitutes an increasing share of world ocean transport and 
(in contrast with petroleum products) it is carried over 
long distances; the United States now takes crude oil from 
the Middle East.*7 For another, the swift expansion of 
Japan’s economy — heavily dependent as it is on foreign 
trade, all seaborne and carried very long distances — has 
meant a considerable increase in long-distance ocean 
transport (iron ore, scrap, crude oil and foodstuffs are 
brought from the United States and Oceania, whereas 
Japanese manufactures are sent to North America, 
western Europe and all parts of the globe). 


On the other hand, Europe has accounted for the lion’s 
share of the increase in world production, and intra- 
eastern European and intra-western European trade have 
expanded faster than world trade. Most of intra-eastern 
European trade is, however, carried by rail or by inland 
waterways; this also applies to much intra-western Euro- 
pean trade, although the latter is mainly carried by ship 
over distances which are, on average, relatively short. 


The development of ocean shipping 


The shipping industry is characterized by its flexibility, 
which is due to the fact that ships are “ floating ” capital. 
There is a well-developed market for secondhand ships, 
and a shipowner has at any time several options as to how 
to employ his capital; use the ship, sell it, lay it up, or 
scrap it. Ship scrap normally commands a high price, 
since it transports itself, and the scrap value of a ship 
indicates the lower limit of the value of the capital it 
embodies. On the other hand, a ship laid up and fully 


% The following calculation gives an indication of the average 
transport distance for three staple commodities in 1962: 


Million tons Million ton/km мт 

loaded transported ана 
он ое", 105 530 5 240 
Оса: har 65 460 7 080 
Соа ие 50 240 4 800 


Sources : Fearnley and Eger’s Chartering Co., quoted in Affars- 
vdrlden (Stockholm), 24 October 1963. 

96 In 1964 the “ economic distance ” between Liberia and Rotter- 
dam (transport cost per ton of iron ore) was barely twice that 
between Rotterdam and the French “ minette ” ore fields, while the 
geographical distance is more than twenty times as great. 


7 The growing importance of North Africa as a supplier of crude 
oil to western Europe tends, on the other hand, to reduce transport 


distance. 


written off costs relatively little and creates less problems 
than closing down a factory. However, the decision either 
to lay up or to scrap an obsolete ship is something of a 
gamble. A sudden burst of demand for shipping, as 
happened during the Korean and Suez crises and — 
although to a lesser extent — towards the end of 1963, 
makes some laid-up ships highly profitable, whereas at 
normal freight rates not even their current operating costs 
would be covered. 


Compared with most other industries, shipping is also 
exceptional in that it is truly international. In practically 
all ocean transport two countries are involved, and 
usually ships touch more than two countries; °° indeed, 
it is likely that the ship carrying the cargo, in most trans- 
port between any two countries, belongs to (or is regis- 
tered in) a third country. The international character of 
shipping means that it is highly competitive. As shown 
below, the extent of competition varies according to the 
type of ownership and freight contracts, and the degree 
of specialization. 


At the end of 1963 the world merchant fleet (excluding 
the United States reserve fleet) °° amounted to about 126 
million gross tons, compared with about 60 million gross 
tons in 1948 and at the outbreak of the war. The active 
dry-cargo fleet was smaller in 1948 than before the war, 
while the tanker fleet had increased from about 11% mil- 
lion gross tons to almost 15 million. The world tanker 
fleet continued to grow fast and reached about 48 million 
gross tons at the end of 1963 (75 million tons dead- 
weight).1°° Hence, the expansion of the dry-cargo fleet 
between 1948 and 1963 was appreciably slower: from 45 
million gross tons to 78 million gross tons. As a result of 
the addition of bigger, faster and otherwise more efficient 


98 The data in Table 13 on tonnage loaded in ocean transport 
refer only to external trade. Coastal traffic between ports in the same 
country is thus excluded, as well as international transport on 
inland waterways (including the Great Lakes). No information is 
available on the importance of coastal shipping in relation to inter- 
national ocean transport. In Sweden, a country with a very long 
coastline, coastal shipping in 1961 amounted to 8 million tons 
(goods loaded), whereas international shipping amounted to 24 
million tons unloaded and 18 million tons loaded (most of the 
Swedish iron ore exports being shipped from a Norwegian port). 
In the world, as a whole, it may be estimated that coastal traffic is 
only about one-fourth as great as international shipping, and in terms 
of ton/km very much less. 


99 At the present time the United States reserve fleet has no com- 
mercial value, and it is thus reasonable to exclude it from the world 
merchant fleet. However, during the Korean war some 4.5 million, 
and during the Suez crisis some 1.5 million gross tons were brought 
into use. 

100 A merchant vessel is measured in gross register tons and in 
deadweight tons. The former is a measure of all enclosed space in 
units of 100 cubic feet; the second is a measure of the total loading 
capacity (including fuel, stores, crew, etc.). The ratio between 
deadweight and gross tonnage for different types of vessel in the 
Norwegian merchant fleet was as follows in 1963: 


Passenger ships .... 0.58 
Refrigerating ships. . . 0.97 
Oreicartiers#=) ne 1.52 
Other dry-cargo ... . 1.50 
О О а о 1.55 


А typical tanker or dry-cargo vessel of 30,000 tons deadweight 
(about 20,000 gross tons) has a displacement of 9,000 metric tons 
empty, and of 39,000 metric tons fully loaded, of which 3,000 tons 
for fuel, stores, etc. Such a ship has consequently a total payload 
capacity of 27,000 tons. 
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TABLE 13 
World production and trade, ocean transport and merchant fleets, pre-war and 1948 to 1963 


3 4 11 12 13 
ippi : - Tonnage 
ee ae eae Merchant fleet © Ships laid up launched Tonnage 
Boor’ НИ ПЕ Mi. broken up 
: 46 я (Million gross (Million gross tons, (Million gross 
Year aus nue ое tons, end of year) end of year) tons) ae oe 
: tor-ships 
ee мы * as Others De ree me Million 
aa a — a = Е а ankers 
1953 = 100) %|1953= 100) ee: Tankers ee Tankers Total ее Dry- Tankers cargo gross tons) 
fleet cargo 
0.94 
Pre-war® ... 


Sources: Columns 1-4: United Nations Monthly Bulletin of Statistics. 
Columns 5-8: Annual Reports of the Chamber of Shipping of the United Kingdom. 
Columns 9-10: Svenska Bankféreningen, Ekonomisk Revy (1953 to 1956); 1957 
to 1962, as for columns 5-8. Columns 11-13: Lloyd’s Register of Shipping. 


@ Excluding centrally planned economies. 
> Excluding traffic on Great Lakes (except 1948 and 1949). 


ships, the carrying capacity of both the dry-cargo and the 
tanker fleet increased appreciably faster than the gross 
tonnage. 


Oil companies own about one-third of the tanker fleet; 
and some 5-6 per cent belong to eastern European 
governments and to certain developing countries. None of 
these vessels competes for freight. The share of indepen- 
dent shipowners in world tanker tonnage is thus about 
60 per cent, most of which is under long-term charter (up 
to 20 years) to the oil companies. Free tonnage, operating 
on trip or short-term charter, at present accounts for only 
about 10 per cent of the world tanker fleet,?® and it is 
here that competition is concentrated and that the wildest 
swings of fortune occur: the highest profits are taken by 
these ships and also the heaviest losses. 


The increase in the tanker fleet has been accompanied 
by a shift towards larger vessels. In 1952 the average size 
was 13,800 tons deadweight; by the end of 1962 it had 
risen to 23,300 tons deadweight.1°? But the average size 
of tankers delivered in 1962 was 39,500 tons deadweight 
and of those on order or under construction at the end of 


101 The borderline between “ free ” and long-term chartered ton- 
nage is variable. Depending on the freight market prospects, new- 
built tankers or those coming off long-term charter may operate on 
the free market (including the grain market) in anticipation of a 
better long-term charter in the future. 


102 Only tankers of 5,000 tons deadweight and over are included. 


© Steam and motor vessels of 500 gross tons and over, excluding lake and Tiver 
vessels, tugs, trawlers, barges, etc.; discrepancies in total are due to rounding. 


@ Including all self-propelled vessels of 100 gross tons and over. 
е 1937, 1938 or 1939, as available. 
f Based on three quarters. 


1962 as much as 48,900 tons.?°* This trend towards larger 
vessels is natural, given the rapidly declining building 
costs per ton deadweight with increasing size and the still 
faster decline in operational costs (largely owing to 
smaller crews).?°* From the data in Table 14, the increase 
in average tanker size between 1952 and 1962 may be 
estimated to have reduced transport costs by roughly one- 
third, which is rather more than the concurrent fall in the 
most representative tanker freight index — that of the 
London Tanker Brokers’ Panel. 


The dry-cargo fleet can be classified in three broad 
groups: passenger and cargo liners; specialized bulk car- 
riers; and tramps. In terms of gross tonnage, passenger 
and cargo liners account for about two-thirds of the world 
dry-cargo fleet. Freight rates on liner services are nor- 
mally agreed between liner companies operating on a 
certain run: so-called “Conferences”. In recent years 
cargo liners have been rapidly modernized and are now 
bigger and faster. The advantages of greater size are, 
however, less important than those of speed, particularly 
in loading and unloading. New cargo handling methods, 


103 La Société de Courtage Maritime et d’Etudes (quoted by 
Pétrole Informations, No. 365, 20 February 1964) gives, for tankers 


launched in 1962, 42,400 tons deadweight, and in 1963 54,900 tons 
deadweight. 


104 A Japanese 85,000 DWT tanker has just been commissioned 


with ip crew of 33 persons, a reduction by some 40 per cent of the 
usual, 
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TABLE 14 


Comparison of relative construction and operating costs 
of tankers 


Thousand dollars 


——_——_—_—_—~—~"~—X"—sX—X—s—X—X———— 


Per ship Per T-2 equivalent 
Deadweight T-2 Annual Annual 
tons equivalent Investment operating | Investment operating 
cost cost 
16 500 1.0 3 135 532 335 532 
27 000 9 4 455 825 2345 434 
38 000 2.9 5 510 939 1900 324 
50 000 3.7 6 642 1000 1 795 270 
65 000 4.6 7 930 1124 1724 244 
85 000 6.0 9715 1298 1 629 216 


Source: W. M. Kluss, “ The Economics of Tanker Transportation” in 
Second Symposium on the Development of Petroleum Resources of Asia and the 
Far East, Vol. Il, p. 297, New York, 1963. 


Note. — The Т-2 is a tanker of about 16,700 deadweight tons with a speed of 
141, knots. Some 500 such ships were built in the United States during the war. 
It is customary to use the performance of this standardized ship as a measure of 
the carrying capacity of a tanker. 


pallets, deck-cranes, etc. have been introduced, as well as 
mechanical devices assisting navigation, in order to reduce 
labour costs. 


Passenger liner services, on the other hand, have made 
slow progress because of competition from air traffic. As 
early as 1958 more passengers travelled between North 
America and Europe by air than by ship, and since then 
there has been no increase in the number of passengers 
travelling by ship. Passenger ships have, however, found 
an increasing source of employment in cruises; and it is 
significant that most new passenger liners are also 
equipped for such use. 


Whereas the typical liner carries a varied cargo, an- 
other group of liners is specialized. Reefers (refrigerating 
ships) for tropical fruits have long existed. A new trend 
is the building of ships specialized for ocean transport of 
iron ore (and as a variation the combined ore-oil carrier 


used in Sweden for exporting iron ore and importing 
petroleum in the same ship). The ore carrier fleet 
amounted to some 8 million tons deadweight by the end 
of 1963. These specialized ore carriers are either owned 
or long-term chartered by the steel industry. 


The remainder of the dry-cargo fleet, just under one- 
third of the gross tonnage, consists of tramps — mullti- 
purpose ships chartered for one voyage (and sometimes a 
few consecutive voyages) with a specific cargo, or time- 
chartered for less than one year. Tramps carry the bulky 
commodities (coal, scrap, heavy chemicals, grain, sugar) 
for which swings of demand are great ; competition is 
consequently keen and — ш contrast with liner rates 
which are adjusted periodically — freight rates fluctuate 
violently. 


Particularly since the middle of the fifties the trend in 
tramps has been towards bulk carriers —i.e. multi-pur- 
pose ships of over 12,000 tons d.w. — resembling tankers 
in that they are single-decked, self-trimming and have 
their machinery aft. The typical tramp until ten years ago 
was a multi-decker of some 10,000 tons d.w. (for example, 
the Liberty ship), but the modern bulk carrier can often 
reach a size of up to 50,000 tons d.w. The world bulk- 
carrier fleet at the end of 1963 amounted to some 12 mil- 
lion tons d.w., consisting mostly of new-built vessels but 
also of many converted tankers. The substitution of large 
bulk-carriers for the smaller general-purpose tramps 
(Liberty type) has probably reduced transport costs as 
much as the switch from small to big tankers. 


The more specialized a ship is, the less it can compete 
for other cargoes. Hence the strongest competition is on 
the tramp market, but tramps also compete very often 
with tankers 15° (on the grain market) and with liners. In 


105 In 1962, in particular, dry-cargo tramps met fierce competition 
from tankers in this trade. Many smaller tankers, unable to find 
remunerative work in the oil trade, took grain cargoes; and the 
owners of new-built super-tankers preferred to carry grain rather 
than to commit the ship to long-term charter at prevailing low rates. 
In 1962 as much as 15 per cent of all grain shipped was carried in 
tankers, but in 1963 (first 36 weeks) the proportion was down to 
6 per cent. (See Westinform Shipping Report No. 235.) 


TABLE 15 


Development of world dry-cargo tramp fleet, 1957 to 1963 


Million tons deadweight 


Additions Deductions Fleet at end of year Ca rani 

a | of which : OE pais 

Year inni New - Сопуег- inactive conse 

pers pete ay, | Scrapped sions acta Seti eid Be year 

NOBEL fb 20.6 2.2) 0.7 — 0.4 29.1 2.0 7.4 
1958) А: 231 Dee 0.4 0.6 0.3 24.8 6.4 55 
1959"); 24.8 1.6 0.4 3 0.6 24.9 3.8 4.1 
1960 585 24.9 11 0.8 0.7 0,5 25.6 1.8 4.8 
Обь. 25.6 1.9 1.3 0.3 0.3 28.2 0.9 6.1 
1962. he. 28.2 2.8 125 0.5 0.2 31.8 3.4 6.0 
1963. . 31.8 She) 4.3% 0.9 0.5 38.0 0.5 * 5.6 


_и—и—а—___иии=Й 6<—<<<—Ж<<ФЪ6 UE cE 


Source : Westinform Shipping Reports (Quarterly Dry Cargo Market Survey). 
а Including all vessels of 4,000 tons deadweight and over, operating as tramps. 


6 Including 3.1 million tons deadweight found, after control, to be tramp tonnage 
but previously considered as liner tonnage. 
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TABLE 16 


Voyage and short-term time chartering, 1957 to 1963 


In millions of tons 


Tonnage of goods chartered on voyage fixtures 


Tonnage (deadweight) 
of ships on time-charter 


Year | | of which : Chartered Seen 

Grain Coal Scrap Ores Sugar eae Lumber а Total Single ee oe oat en a 
195 Tee eee 14.1 38.5 See 9.3 2.8 3.1 lez 95 75:7 47.0 28.7 5.8 В:5 
ов юв 20.8 9.8 0.9 4.9 2.9 3.2 1.3 3:2 47.0 | 44.2 2.8 5.4 Bal: 
NOES 5 Sie 28.6 7.8 3.0 6.7 3.0 Bee 1.3 4.1 SIS, 51 6.5 7.9 3.8 
О соб DES 8.8 4.4 (G7 4.8 3.9 ei 3.6 60.7 54.3 6.4 8.9 35 
По № as 31.0 7.8 4.9 Sea) 5.5 3.6 las) 4.4 63.5 57.6 5.9 10.7 8.5 
О, д мб 36.6 8.5 2.6 5.9 4.7 hal 1.4 eo 68.7 64.5 4.2 8.3 2.8 
п ee в 46.6 1222 4.5 6.5 3.9 3.9 1.2 55 84.3 72.4 11.9 ТЗ 3.8 


Source : Westinform Shipping Reports (Quarterly Dry Cargo Market Survey), 
а Excluding coal contracts. 


trade with Africa, for example, western Europe exports 
mainly manufactures and imports crude materials and 
staple food, the first type of cargo usually being carried 
by liners and the second by tramps. However, tramps 
attempt to get “liner” cargoes to Africa, while liners 
attempt to get some “ bulk” cargoes to western Europe. 
Similar competition also obtains in trade between North 
America and western Europe, and on all seaways where 
there is an imbalance in the type of cargo and/or in the 
weight of goods transported in the opposite runs. 


Whereas data on liner transport are exiguous, the 
tramp trade is well served statistically. Table 15 shows 
the recent development of the world tramp fleet, and 
Table 16 provides information on the transport work 
which it does. The share of tramps in total ocean trans- 
port of the commodities listed in Table 16 is almost 
100 per cent for scrap (most of which is transported on 
Liberty ships), about four-fifths for coal and very high for 
the other commodities except ores — at least nine-tenths 
of which is carried by specialized vessels operating on 
fixed routes as liners. 


Since 1958 the grain trade has provided most employ- 
ment for tramps, in the teeth of keen competition from 
tankers. In 1963, too, grain accounted for most of the 
higher volume of voyage-fixtures (concentrated in the 
third and fourth quarters) many of which were conse- 
cutive, and related to shipments to the Soviet Union. 


Shipbuilding 


Whereas shipping is a highly capital-intensive industry, 
shipbuilding is relatively labour-intensive.?°* Shipyards in 
Sweden rank among the most labour-intensive industries, 
with less than $10,000 invested per worker. In most other 


countries shipyards are less mechanized and hence more 
labour-intensive still. 


ae phe capital stock in the Swedish merchant fleet (excluding 
passenger ships) is $50,000 per person employed. On a super tanker 
it is $200,000 and upwards per person employed. 


In recent years productivity in shipbuilding has greatly 
increased — as is indicated by the fact that new ships now 
cost less than in 1957, despite a steady rise in wages — 
thanks to modernization, consisting in shortening the 
construction period by streamlining the flow of materials 
within the shipyard. Productivity has risen particularly 
fast in Japan and Sweden, countries which tend to con- 
centrate their building on big standardized ships. In post- 
war years both countries, and especially Japan (see be- 
low), increased their shares of world shipbuilding. In 
general, competition has forced shipyards which have not 
modernized fast enough, or which for other reasons have 
been uncompetitive, either to close down or to turn to 
other steel construction such as floating docks, bridges, 
cisterns and even prefabricated houses. 


World shipbuilding has enjoyed two periods of rapid 
growth in the postwar period: the first was between 1948 
and 1953, when launchings increased from 2.3 million 
gross tons to 5.1 million gross tons; the second occurred 
between 1955 and 1958, when launchings increased from 
5.3 million gross tons to 9.3 million. The only setback to 
shipbuilding activity, which took place between 1958 and 
1961, was relatively small compared with those of the 
inter-war period.1° 


As Chart 7 shows, the stability of the expansion of 
world shipbuilding comes largely from the dry-cargo 
sector; fluctuations in tanker construction have steadily 
increased in length and amplitude. Between 1950 and 
1951 the decrease in tanker launchings was only 6 per 
cent, between 1954 and 1956 21 per cent, and between 
1958 and 1961 as much as 42 per cent. The contrast with 
dry-cargo construction is striking: in this sector there was 
a slow but steady growth between 1946 and 1954, a sud- 
den resurgence between 1954 and 1956 (the tonnage 
launched almost doubled), followed by another period of 
slow growth — although with a tendency towards cyclical 


107 For example, between 1930 and 1933 launching fell from 
3,0 million to 0.5 million gross tons, 
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CHART 6 


World shipping and shipbuilding, 1946 to 1963 
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1948-1963 = 100) 
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fluctuations. This latter tendency can be ascribed to the 
growing proportion of tramps and bulk-carriers in dry- 
cargo construction; such vessels, as noted above, have 
many of the technical specifications of tankers. 


One reason for greater instability in the construction of 
tankers is that they take less time to build than dry-cargo 
vessels so that the reaction to variations in orders is 
prompter. Moreover, tanker ordering has shown much 
greater annual fluctuations than that for dry-cargo vessels, 
because the tanker market was much more affected by the 
two major freight booms (Korea and Suez) than the 
dry-cargo market. During the Korean war the additional 
demand for shipping space was met by reactivating ships 
from the United States reserve fleet, which contained very 
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(million gross tons) (million gross tons) 


Trip charter index 
(Intrascale, yearly 
averages and maxi- 
mum and minimum 
monthly average, 
1948-1963 = 100) 


emaximum о minimum 
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tanker freight index 

(London Tanker 

Brokers’ Panel, 

1950-1960 = 100) 


few tankers. During the Suez crisis it was mainly ship- 
ments of crude oil from the Persian Gulf and North 
America that were at stake. 

The development of shipbuilding in individual countries 
is shown in Chart 6. The most remarkable postwar devel- 
opment was the rapid growth of Japanese shipbuilding 
between 1954 and 1957 (from 0.4 million gross tons 
launched to 2.4 million gross tons). This brought the 
share of Japan in world shipbuilding to about 29 per cent 
in 1957 and thereafter, while the share of western Europe 
fell from 80 per cent in the early fifties to 64 per cent in 
1957, a share that was no greater in 1963. The second 
main feature was the stagnation, up to 1959, and subse- 
quent decrease of British shipbuilding activity, with the 
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CHART 7 — Tanker and dry-cargo tonnage launched, 1950 to 1963, total and for export 
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result that the British share of world shipbuilding fell from 


toy one-half in the early postwar years to one-tenth in 


Recent developments 


During the past five years the old ships have often been 
out of work and have consequently been laid up or 
scrapped. In 1958 a high volume of launchings, together 
with a decline in ocean transport, resulted in 7.3 million 
gross tons being laid up. The continuing addition of 
modern vessels to the world merchant fleet resulted in a 
high rate of scrapping, and during the four years 1959- 
1962, 13 million gross tons of obsolete ships were broken 
up.*°* This process has been assisted by scrap-and-build 
programmes in certain countries.!°° 


Since 1958 a better balance between supply and demand 
has tended to develop on the shipping market, reflected in 
a decline in laid-up tonnage. The development has not 
been smooth. As Table 13 shows, a decline in ocean 
transport on dry-cargo ships in 1962 led to:a sudden 
increase in laid-up dry-cargo ships, and also to diminish- 
ing freight rates. Towards the end of 1962 an improve- 
ment set in, and by the end of 1963 all technically sound 
dry-cargo ships were back in service, and tramp freight 
rates were at their highest level since the Suez boom. 


Soviet wheat purchases, starting in September, contri- 
buted to the freight recovery,??° but their importance in 
this context should not be exaggerated. It has been esti- 
mated that the shipment of about 12 million tons of wheat 
from North America and Australia to the Soviet Union 
during a 10-month period would require a tonnage of 1.5 
million gross tons, which can be compared with annual 
launchings of about 5 million gross tons.‘ In fact, 
chartering for these shipments had already been com- 
pleted before the end of 1963 and trip-charter rates have 
already receded from the peak reached in October. 


Recent fluctuations on the free-tanker market have been 
wider still. Owing to the severe winter 1962/63, trip 
charter rates in February reached a peak about twice as 
high as the level of the preceding three-four years, only 
to be followed by an equally abrupt setback. In the 
second half of last year tanker rates again soared but were 
declining early in 1964. In the meantime there was a new 
ordering boom: in 1963 new orders for tankers amounted 
to some 12 million gross tons, after several years of weak 
demand. Orders for dry-cargo ships also increased steeply 


108 Tt has been estimated that scrappings in 1963 amounted to 
3-3.5 million gross tons, excluding the planned reduction of the 
United States reserve fleet (see Norwegian Shipping News, No. 1, 
1964, p. 6). 

_ 109 Tn 1963 two international schemes, one for tankers and the 

other for dry-cargo tramps, were put forward to encourage the 
scrapping and the laying-up of obsolete ships. The former scheme 
was approved by shipowners representing more than one-half of 
the total tonnage not committed to long-term charters by the end 
of 1963, but has not yet been put into effect. 

110 Some 9 million tons of wheat were bought in Australia and 
Canada and about 2 million tons are under contract in the United 
States, with a further 2 million tons pending, all for delivery in the 
1963/64 season. 

111 Thomas Thorburn: “ The Russian Wheat Purchases and World 
Shipping ” (in Swedish), Ekonomisk Revy, Stockholm, 1963. 


in 1963, assisted in many countries by new credit facilities 
made available by governments, sometimes at subsidized 
rates. This will ensure a further rapid increase in the 
supply of shipping, modernization of fleets and low 
maritime transportation costs, facilitating a continued 
growth in international trade. 


(c) The labour market 


Labour scarcity in conditions of strong demand and 
full employment has become a perennial problem in most 
industrial countries of western Europe, of recent origin 
in some, a stubborn characteristic of the entire postwar 
period in others. In all these countries it is a problem 
that now affects the potential— and _ policies — for 
growth (see section 6). In 1963, however, western 
Europe has been free from acute labour-market strains. 
Indeed, several factors of varying importance in the 
different countries and sectors, such аз slackening 
demand, the effect of labour-saving investments and the 
“dishoarding”’ of surplus labour, have combined to 
moderate the demand for labour. In turn, the release of 
workers from some sectors has increased the supply to 
others, at the same time bringing a higher degree of 
flexibility to the labour market and promoting a better 
utilization of available manpower. Moreover, demogra- 
phic factors have added to the labour supply in some 
countries. 


However, the lack of general strain in the labour 
market does not preclude specific labour shortages. 
Instances of acute scarcities persist, even in countries 
with ample manpower supplies, and now frequently 
occur in countries which were until very recently grap- 
pling with substantial unemployment. These scarcities 
tend to be concentrated on a few occupational groups — 
miners, building and construction workers, and workers 
for certain зегу1сез.112 


The general picture 


A slackening rate of growth of the employed labour 
force and a fall in the numbers employed in manufactur- 
ing were two general characteristics of the labour market 
in western Europe in 1963 (see Table 17). Among the 
countries for which the relevant data are available, total 
employment rose by more than one per cent only in 
France, a rate very similar to that for 1962. In Belgium, 
Finland, western Germany, the Netherlands and Norway 
employment increased much less than in 1962, and in the 
United Kingdom it remained stable, notwithstanding an 
ample labour supply. 

The number of wage- and salary-earners in the manu- 
facturing sector declined, or increased only marginally, 
in almost all countries, although Belgium, France and 
Switzerland were exceptions. But while in Belgium and 
France the rise in industrial employment quickened in 
almost all sectors, in Switzerland the rate of increase of 
industrial employment has fallen steeply during the last 


112 However, in some countries (e.g. western Germany) the 
release of workers from manufacturing has relieved the strain in 
the construction industry. 
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three years from 7.5 per cent in 1961 to 5 per cent in 
1962 and to 1.3 per cent in 1963: and the food and 
chemicals branches were the only ones where employ- 
ment increased appreciably in 1963.11з 

Workers were released by almost all industrial bran- 
ches in Austria, Denmark and the United Kingdom, 
whereas there was a more noticeable movement of 


we The effect of employment restrictions introduced in Switzer- 
land in March 1963 is discussed in section 5 below. 


workers between industries in western Germany, Sweden 
and the Netherlands. In western Germany and the 
Netherlands the resultant change in the pattern of indus- 
trial employment has been roughly the same, the clothing, 
chemicals, paper, food and printing industries increasing 
their labour force. In Sweden employment rose only in 
the chemicals, building materials and leather industries. 


Given the many hours lost at the beginning of the year 
because of the exceptionally hard winter, and the longer 


TABLE 18 


Unfilled vacancies and unemployment in selected western European countries, 1961 to 1963 


Monthly averages : thousands 


1962 1963 
Country and category 1961 | 
I II ш ТУ I II ш IV 
Austria 
Unfilled vacancies ...... 44.6 53.5 52:2 42.8 
Ау) Ко ИСИ 69.2 45.4 34.2 69.2 
Belgium 
Unfilled vacancies ...... 13.0 20.4 19.2 16.0 
Unemployment — =... © . 87.9 30.4 24.7 28.8 
Denmark 
Unemployment). 9) =“ 25.0 18.9 9.0 31.0 
France 
Unfilled vacancies ...... 37.7 56.9 54.6 46.5 
На fice cos са В 136.8 111.6 121.0 
of which: repatriates . . .. . ae 48.4 31.9 25:1 
Western Germany 
Unfilled vacancies п... 536.1 555.3 597.3 496.0 
Wnemployment—ale=> -« «-<)- 161.1 116.3 96.4 154.2 
Italy < 
Wnemiploynient er 4 so 710 426 387 413 
Netherlands 
Unfilled vacancies ...... 118.5 127.6 137.4 117.9 
Unemployment, 29 2... 913 22.8 24.8 30 
Могуау 
Unfilled уасапсе...... 4.6 ae и я 
Wnemployment = cs. 3. - 13.0 : ¢ : 
Sweden 
Unfilled vacancies. 2. 7". 46.7 ai os ee 
Wnemploymenty)) о. 20.9 é | Ё 
Switzerland 
Wnfilled vacancies) =) 7-5. bil 6.3 oA oe т 
0.6 у | } 
Юпетр]оулепе ее : 
нЕ 2003 2222 214.0 
SD 13) | ; b 
Unfilled vacancies”. .... . 320 noes mers aie 


Unemployment 


я бра, ee et 0 wd 


Sources ; National statistics. 
@ Figures refer to January, May, July and October. 
> Great Britain only. 
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annual holidays, the number of man-hours worked in 
the western European manufacturing sector taken as a 
whole declined even more than employment in 1963. 


Unemployment and unfilled vacancies 


There was, on average, more unemployment in 1963 
than in 1962 (see Table 18), but the average for the year 
is inflated by the high figures recorded in the first half. 
In Denmark, the Netherlands, Norway, Sweden and 
Switzerland the numbers unemployed changed very little 
in the second half of the year, compared with the same 
period of 1962. However, unemployment in these coun- 
tries has fallen to so low a level that a further decline — 
apart from normal seasonal fluctuations — can hardly be 
expected. In Belgium and Italy, the decrease in the 
number of unemployed was uninterrupted,’** and the 
steady elimination of structural unemployment con- 
@пие4.11° The figures of registered unemployment in 
Austria remained rather considerable, although the num- 
ber of unemployed is exaggerated by the inclusion of 
many women registered as seeking work who cannot be 
readily employed. 

In France, unemployment in the last quarter of 1963 
was about 30 per cent less than a year earlier. The 
absorption of repatriates from North Africa accounted 
for most of the decline in the total number unemployed. 

Unemployment in the United Kingdom had fallen in 
the third quarter of 1963 by more than had been ex- 
pected earlier in the year, and in the fourth quarter 
almost 70,000 (or 10 per cent) fewer were out of 
work than a year before. However, since no parallel 
increase in employment seems to have occurred, there 
is reason to believe that many people drifted from regis- 
tered to “ unregistered ”” unemployment, so that the total 
reserve of manpower did not significantly decline. On the 
other hand, strengthening demand for labour was re- 
flected in the reported number of unfilled vacancies, 
which declined less than seasonally between the third 
and the fourth quarters of 1963, and was 30 per cent 
higher in the last quarter than a year earlier; and in 
January 1964 the number of vacancies increased, instead 
of showing the usual seasonal decline. 

In nearly all countries unfilled vacancies tended to be 
higher in the second half of 1963 than in the correspond- 
ing period of 1962.'1° The fact that the gap between 
unfilled vacancies and unemployment has not narrowed 
does not in itself mean that the labour shortage has 
worsened. For one thing the number of unfilled vacancies 


4 Тре Italian Ministry of Labour’s series of unemployment 
published, for example, in the Survey for 1962, Part 1, has been 
replaced by an improved series obtained from a quarterly sample 
survey of the labour force carried out by the Central Statistical 
Office. The new set of figures of registered unemployment shows 
a level roughly one-half of that given by the earlier series. 


6 The elimination of structural unemployment in Belgium is 
practically at an end. In Italy, the total figure for unemployment still 
looks high (about 5 per cent of the labour force), but probably 
exaggerates the scale of the problem, since it includes many who are 
virtually unemployable because of their location, lack of training, 
age, etc. 

116 France is an exception, although statistics of vacancies in 1962 
were inflated by the effort made to register all vacant jobs which 
could be filled by repatriates from Algeria. 


is not a true measure of actual unsatisfied demand for 
labour, since, when a particular type of labour is scarce, 
employers are liable to register more vacancies than the 
number of available jobs. For another, when labour is 
recruited through private channels, rather than via labour 
exchanges, or when the chance of obtaining the required 
manpower is slim, the number of recorded vacancies 1s 
far below actual needs. Moreover, the number of people 
seeking jobs often represents only a small fraction of the 
total manpower reserves: a better idea of the state of the 
labour market can be obtained from an analysis of 
changes of employment in sectors absorbing labour and 
of the sources from which manpower is drawn. 


The sources of manpower supply 


The size of the potential labour force (i.e. the popula- 
tion of working-age) can be—and in some countries 
recently has been — significantly changed by demogra- 
phic developments, including immigration, and in some 
of them foreign manpower has become an essential 
source of labour supply. Besides these factors, the effec- 
tive size of the labour force can fluctuate in response to 
changes in activity rates, originating in long-term trends 
or cyclical swings in demand for labour.*1? Concealed 
reserves of manpower consist of people who, although 
not registered as unemployed, are ready to take up 
employment when suitable inducements are offered. 
Activity rates have been shown to increase when the 
demand for labour exceeds normal manpower supplies: 
in boom years, latent reserves of labour are drawn into 
employment; and, conversely, activity rates tend to 
decline when opportunities for work do not match the 
potential manpower supply.*2® 


Table 19 brings together, for the eight countries for 
which relevant data are available, some features of the 
labour market in the last three years. Column A shows, 
year by year for each country, the increase in the em- 
ployed labour force in the expanding sectors, and column 
B a breakdown of the various sources of labour supply 
— the number released by sectors where employment 
has declined, the decrease in unemployment, and the 
increase in the labour force. In turn, variations in the 
size of the labour force have been broken down into 
those attributable to demographic factors and to changes 
in activity rates. 


Several noteworthy features emerge from inspection of 
the table: the varying proportions, in the different coun- 
tries and years, of expanding sectors (industry and the 
services) in aggregate demand for labour; the varying 
importance of the shift of manpower from agriculture to 
other sectors; the contribution to the labour reserves 
made by unemployment; the changing pattern of labour 
supply resulting from new net entries to the labour force, 
as a consequence of demographic developments, includ- 
ing net immigration; and, finally, the effect of changes 
in activity rates. 


17 In the long run, a higher school-leaving age and earlier retire- 
ment tend to reduce activity rates; on the other hand, a gradually 
mcreasing proportion of women at work has tended to increase 
activity rates in some countries. 


48 See the Survey for 1962, Part 1, Chapter II, p. 23. 
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TABLE 19 


The increase in the employed labour force and the sources of supply of manpower in selected western European countries, 
1961 to 1963 


Change from previous year, in thousands 


A = Increase in the employed labour force 


B = Sources of supply of manpower 


Belgium Finland 


Year, sector and source 


1960 to 1961 


Servicesy = aes. vs ce oon у 24 21 152 
ООО О. [8 22 41 
WonsiruciOn = A eee и 6 — 41 
ОИ ПИ Очкх maar ot es tt 7 3 
Decrease in unemployment ... . 25 6 
Increase in labour force... ... 16 40 
of which: 
Due to demographic factors and mi- 
О т... 9 
Due to change in activity rates. . .. 7 ie 
TOTAL 48 48 46 46 234 
1961 to 1962 
ао ee iat cs 47 28 244 
Industry 14 12 78 
Construction : 14 2 59 
Agnicuiturctee 2.2: 10 3 
Decrease in unemployment 18 —1 
Increase in labour force . 47 40 
of which: 
Due to demographic factors and mi- 
gration о Je ons 4 
Due to change in activity rates. . 43 ча 
ТОТАГ |. LS 75: 42 42 138) 
1962 to 1963 
Ре... 18 9 190 
Е А, Раб 13 1 85 
Construction .. 6 — 75 
ое, и, ни: é 8 11 
Decrease in unemployment 12 —6 
Increase in labour force. ..... 17 5 
of which: 
Due to demographic factors and mi- 
АО Мы и. 12 
Due to change in activity rates. . . . С) ale 
ПОТА ey er ole 37 oy 10 10 350 


Western 
Germany 


Italy Netherlands Norway vee 5 


151 178 41 15 142 
233 30 8 96 
26 388 10 1 50 
135 79 328 8 7 35 
28 76 122 14 4 39 
71 255 116 59 13 214 
105 tis 70 17 146 
os 150 ae —11 —4 68 
234 410 410 566 566 81 81 24 24 288 288 
214 57 40 14 220 
81 40 4 87 
75 244 11 1 36 
136 161 224 6 10 28 
—18 19 99 2 1p) —121 
263 190 —22 83 11 262 
211 94 17 338 
AG —21 at —11 -6 —76 
381 370 370 301 301 91 91 19 19 256 256 
267 107 40 14 134 
66 12 1 155 
29 239 15 oe 28 
120 133 272 12 8 14 
—20 —33 104 —2 —3 _89 
250 130 —30 57 8 82 
91 127 2 203 
a 39 A —70 —4 —12] 
350 296 296 346 346 67 67 14 14 16 162 


Sources : National statistics. 


Note. — Column A shows the increase in the employed labour force in 
expanding sectors. Column B provides a breakdown of the various sources of 
supply of manpower — the number released by other sectors, the decrease in 
unemployment and the increase in the labour force. 

The labour force (or active population) comprises, by definition, civil employ- 
ment, the armed forces, the unemployed and those seeking work for the first time. 
Consequently, changes in the labour force caused by variations in activity rates 
do not reflect changes in unemployment, since activity rates are calculated by 
dividing the size of the labour force by the total population between 15 and 64 years 
of age. Changes in the labour force due to variations in activity rates reflect in- 
creased participation of people in the labour force due to factors other than changes 
in the size and age composition of the total population. These latter factors, 
combined with migratory movements, are shown separately. 


The increases in the labour force due to demographic factors and migrations 
have been calculated as follows: 


and the increases in the labour force due to changes in activity rates have been 
derived as follows: 


In —1 


4 an = Lyn —Py 
Pn —1 
where: Pp and Py —| are the population of working age in the years п and п —1 
respectively; 
Ly and L, — are the active population in the years п and п —1 respectively; 


4 Jp is the change in the active population in the hypothesis of constant overall 
activity rates from the year п —1 to the year п; 


4 ап is the change in the active population due to changes in activity rates from 
the year п —1 to the year м. 


Figures refer to annual averages for all countries, except the United Kingdom, 
for which they refer to June. 


@ Great Britain only. 
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The countries listed in Table 19 fall into two broad 
categories: those where increases in employment in ex- 
panding sectors were still important— though some- 
times lower than in the previous year — in 1963, namely 
France, western Germany and Italy; and countries where 
the rate of increase of employment in expanding sectors 
has clearly been slackening, namely Belgium, Finland, 
the Netherlands, Norway and the United Kingdom. 


In the first group of countries the contribution made 
by the various sources of supply has differed. Unemploy- 
ment provided an important reserve of manpower only 
in Italy, the fall in unemployment over the last two years 
accounting for almost one-third of the rise in the total 
labour supply. The movement of labour out of agricul- 
ture was — and is — still important in western Germany, 
France and Italy, providing between one-third and three- 
fourths of the addition to the total labour supply.’*® In 
western Germany the release of manpower from industry 
was equivalent to one-fifth of the expansion of the labour 
force in construction and the services. The relative im- 
portance of immigration in altering the pattern of the 
supply of manpower has differed among the four coun- 
tries of this group. In two — western Germany and Italy 
—the effect of other demographic factors on the new 
supply of labour was negative or insignificant and, in the 
former country, the increase in the active population in 
1963 was due to immigration and to higher activity rates. 
By contrast, the full effect of the postwar ‘Бабу boom’ 
was reflected in the rise of the potential labour force in 
France and the Netherlands. In addition, the increase in 
the French labour force has been unusually great in the 
past two years, owing to the large inflow of repatriates 
from Algeria.??° Last year the labour scarcity in western 
Germany seems to have resulted in higher activity 
та. — 


It is difficult to single out any feature common to the 
second group of countries. Belgium’s unemployment has 
clearly now reached the lowest possible level and, in the 
absence of any expectation of large natural increases in 
the working-age population, the only sources from which 
additional demand for labour can be met are higher 
activity rates and increased immigration. The unusually 
large release of labour from agriculture in Finland, and 
the proportionate rise in unemployment, suggest that the 
sluggish increase in employment was due to lack of 
demand. In the Netherlands, despite the considerable 
increment to the potential labour force due to demogra- 


119 The process of urbanization in Italy during the last decade has 
resembled a flight of labour from agriculture rather than a normal 
movement into the towns, and has been accompanied by large- 
scale internal migration. The change in the pattern of agricultural 
employment has been quite different in the north and in the south. 
In the latter region it is mostly men who have left the countryside, 
being replaced, to a certain extent, by women. In the north, demand 
for urban labour has attracted both men and women, the exodus 
from agriculture being compensated partly by an influx of labour 
from the south and partly by increased mechanization. 


120 See the Survey for 1962, Part 1, Chapter II, p. 27. 


11 However, the increase in activity rates provided only 13 рег 
cent of the additional employment in the expanding sectors, while 
in 1961, when demand was greater (and just when the large influx 
of workers from eastern Germany ceased), the contribution of 
activity rates to the new supplies was almost 40 per cent. 


phic factors, the labour market has remained under 
strain. The higher school-leaving age has resulted in a 
reduction in activity rates among young people, and this 
has not been offset by higher activity rates among women. 
In Norway, only the services sector increased its labour 
force, and the decrease in activity rates, together with a 
decline in industrial employment and a slight rise in 
unemployment, indicate that demand for labour did not 
exceed supply. 


In the United Kingdom, the level of total employment 
did not change in 1963. Table 19 shows that the increase 
in the services and construction sectors in 1963 was equi- 
valent to the number released by industry and agricul- 
ture. One significant development revealed by the 
figures is that the increase in the potential labour force 
due to demographic factors — although much less than 
in 1962 — exceeded the demand for labour. As a result, 
the number out of work rose by some 80,000 and there 
was a sharp decrease in activity rates. 


Changes in labour productivity 


In addition to the factors mentioned above, the relaxa- 
tion of demand for labour is partly attributable to gains 
in labour productivity. Thus, in branches where indus- 
trial employment has been stable or has even declined, 
notwithstanding the revival of demand and output and 
the absence of labour bottlenecks, it is possible that 
labour-saving investments carried out in recent years are 
beginning to take effect. Another possible explanation is 
that industry’s evident tendency to “dishoard ’’ surplus 
labour in 1962 probably strengthened in 1963, since a 
firm is likely to adapt its manpower policy to output 
requirements only gradually. Both of these factors will 
normally result in productivity gains. In fact, as can be 
seen from Table 23 below, in Austria, Finland, the 
Netherlands, Norway and the United Kingdom and — 
—to a lesser extent — in western Germany,}”? industrial 
activity was buoyant in 1963, while employment was 
stable or declining, so that average gains in labour 
productivity in manufacturing were considerable. 


Changes in productivity in France, western Germany 
and the United Kingdom are shown separately in Table 
20 for selected producer-goods (metal-making and metal- 
using) and consumer-goods (textiles and chemicals) in- 
dustries. In all three countries, productivity gains in 1963 
were larger in the textiles and chemicals than in the 
metal-making and metal-using branches. In general, 
weakening demand and reduced capacity utilization 
suffice to explain the lower productivity increases in the 
investment-goods industries; but dishoarding of redun- 
dant labour contributed to the rise of productivity in the 
United Kingdom. Brisk demand and substantial ration- 
alization investment (the latter reflected in a decline in 
employment in two of the countries mentioned) in the 


12 Although labour-saving investment has made ап important 
long-term contribution to the rise in industrial productivity (see 
section 1), this was offset to some extent by the decline in capacity 
utilization in 1963 as a whole to below the 1962 level particularly 
in the investment-goods sector. i 


i re Pate 
TABLE 20 


Changes in labour productivity by branches of industry in France, western Germany and the United Kingdom 
1962 and 1963 


Corresponding period of previous year = 100 


Metal-making Metal-using Textiles Chemicals 

Г 1962 1963 1962 1963 1962 1963 1962 1963 
France 

ое до 64 5) 99 102 109 104 101 109 109 111 

Employment F Lee А 100 101 103 102 99 102 102 102 

IPLOdUCHVIlY san eis. eee 100 101 105 102 101 107 107 109 
Western Germany 

Productiontae нс 96 98 103 102 102 102 112 111 

Employment eG Bes 98 97 102 100 96 97 102 101 

iProductivitvan «mn = 0% 5 98 101 101 102 106 105 110 109 
United Kingdom 

Production о en 94 105 102 103 98 104 104 107 

Employment @ EEE eae 95 97 100 98 96 98 98 98 

PrOgucuvny.  -) 2). 99 108 102 106 102 106 106 109 


Sources : OECD, Statistical Bulletins — General Statistics, and national statistics. 


@ Great Britain only. 


TABLE 21 
Employment of foreign workers * in selected western European countries, 1961 to 1963 
Switzerland 


Austria Western Germany Luxembourg Netherlands Sweden 


1962 1963 1961) 19621 1963 1961 1962 1961 1962 1963 1961 1962 1963 1961 1962 1963 


Foreign workers as percent- 
age of labour force 
Number of foreign workers 


AE Seo ang ie Meee Pal ES 20 о ШУ 05 Eh WES hell eA ORE AIS 


(fhousands)™ т... Si 1358 545 706 821 Moyes — BOO 2S) Sikes: SL 113 122 126 | 548 645 690 
of which: 
Пааво ks Weed <i hte 2.4 224 276 286 12.7 14.6 4.6 6.6 7.0 3 4 4 392 454 472 
Spaniards. . . 0.8 62 94 119 Pr oe st Ded 5.3 50 5 sia 22 44 64 
Greeks . 0.9 52 80 116 ae a A ae 0.7 6S ae oye ae xe ay 
Yugoslavs . 3.4 13 23 44 ai ae 0.2 0.2 0.5 1 2 2 
Turks 1.1 ag 18 33 eye $3 of BC 56 Ao a ae В aye te 
Germans . . к ре 3.0 6.4 6.9 8.1 8.0 7.4 14 14 15 73 78 78 
Scandinavians ... .. 5 о ся о 76 81 82 -ь is 3 


Number of foreign workers 
by main economic bran- 
ches 8 (thousands): 


Араго Ble т 10 10 11 5 0.9 en Ors (OP Be BG 10 26 24 22 
И обо в во 14.7 18.4 21.7 66 23182898315 
Building and construction 15 Sal. S ‘aad, wait 142 11638175 


SErviCeS). bert. лее. № 10.1 10.9 11.3 


@ The data refer only to “controlled” foreign workers — 1.е. those to whom а 
residence permit, conditional on their employment, has been issued. Other 
categories of foreigners are excluded. 


© For Switzerland and Sweden by occupational groups. 


Sources: Office Statistique des Communautés Européennes, Statistiques 
sociales, 1963, No. 4; Statistiques de l’emploi dans les pays de la Communauté 
et la Gréce, 1958-1962; and national statistics. 


Nore. — Figuics refer to August for Austria, September for western Germany, 
August for Switzerland, May for Netherlands, April for Sweden, and annual 
averages for Luxembourg. 
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textiles branch and continuing rapid expansion in the 
chemicals branch were the main sources of their higher 
productivity. 


Labour scarcities and foreign manpower 


Some countries continued in 1963, as in earlier years, 
to meet the labour needs of sectors which were particu- 
larly undermanned by recruiting foreign workers. The 
main features of the employment of foreign labour 
during the past three years in the six countries which 
provide the relevant data are brought out in Table 21. 


In Switzerland and Luxembourg foreign workers con- 
stitute a large share of the labour force — one-fourth 
and one-fifth respectively — with a larger number of 
foreigners than nationals in building, certain manufactur- 
ing branches and services.1** The main labour-importing 
countries are western Germany and Switzerland, and in 
these two countries the number of registered foreign 
workers rose in 1963 by 115,000 and 45,000 respectively, 
as against 160,000 and almost 100,000, in 1962.'** The 
principal tendencies in the employment of foreign man- 
power in these two countries during 1961 and 1962 were 
discussed in last year’s SURVEY and were unchanged in 
1963%— 


Increase in the employment of nationals 
and immigrants @ in western Germany 


Annual increase in thousands 


1962 1963 
Nation- Foreign- WNation- Foreign- 
als ers als ers 
ALIESCCLOTS оз ое op oc te 204 161 287 1S) 
Trade, transport and other ser- 
VICES PERM Е. м 194 18 248 21 
Commodity-producing sectors . 10 143 39 94 
Building and construction . 38 45 76 23 
Agriculture, mining and manu- 
АС С О ee ae —28 98 —36 ТА 
of which : 
Metalindustry ..... 72 49 18 27 
Other manufacturing industry —27 44 —6 37 


Source : National statistics. 


@ Excluding immigrants from eastern Germany, who are treated in the statistics as 
nationals, 


The increment of 402,000 in the total number of wage- 
and salary-earners in western Germany between Septem- 
ber 1962 and September 1963 consisted of 287,000 
Germans and 115,000 immigrants. Germans were re- 
cruited to more than 90 per cent of the new jobs in the 
services sector, but to less than 30 per cent of the new 
jobs in the commodity-producing sector, where (exclud- 
ing the building industry) the employment of foreign 
workers increased by more than 70,000, whereas 36,000 


123 In Switzerland, foreign workers may represent 60 per cent of 
all workers employed in building and construction. In Luxembourg, 
one-third of all wage- and salary-earners in industry are immigrants; 
in industries other than mining and steel they make up about one- 
half of the total. 

™ These figures relate to periods from September to Septem- 
я a western Germany, and from August to August for Swit- 
zerland. 


125 For an analysis of developments in 1961 and 1962, see the 
Survey for 1962, Part 1, Chapter II, р. 25. 


German workers moved out to other occupations. In 
manufacturing industry (excluding the metal industries) 
the number of Germans fell by 6,000, as against an 
increase in the number of immigrants of 37,000. In 
building and construction, immigrants accounted for 
only 23 per cent of the total increase in employment in 
this sector, compared with over one-half in 1962. 

In Switzerland, despite the restrictions imposed on the 
employment of foreign workers in February 1963,**° the 
number of immigrants taken on by industry rose from 
34 to 36 per cent of all wage- and salary-earners: 


The proportion of foreign wage- and salary- 
earners in total factory employment in Switzerland 


Percentages 


1962 1963 
SW le ewe ON ies 5 ATs 34.3 36.1 
of which 

Food Ses о За Зы 34.9 
Textiles ба оО 45.1 47.8 
Clothing ga) овом о к 54.5 58.2 
Metallurgy 6 = в 38.4 39.4 
Engineering Е ees) = 35.0 35.7 
Watches and jewellery . 17.7 19.3 


Source : La vie économique, various issues. 


The increase in the proportion of immigrants in the total 
number of wage- and salary-earners reflects a decrease in 
the number of nationals and an increase in the number 
of immigrants in virtually every industrial branch: 


Increase in industrial employment of nationals 
and immigrants in Switzerland 


Thousands of wage- and salary-earners in industry % 


1962 1963 
Nation- Foreign- Nation- Foreign- 
als ers als ers 
All industrial branches . —2.7 41.9 =7.0 171 
Metal-making and engineering реа ЛЬ" и 
Watchmaking and jewellery —1.4 3.0 —1.8 0.8 
Textiles and clothing —3.6 70 =—4.4 4.6 


ie Ee OA, т. 
ЕТ. 01, 270 


Chemicals 


Source : La vie économique, various issues. 
@ Excluding handicraft. 


There seems to be little doubt that, both in western 
Germany and in Switzerland, nationals tend to be pro- 
moted from unskilled to skilled work, and to move from 
factories to offices and laboratories, as recruitment of 
foreign workers proceeds, although precise information 
on the subject is scarce. 


The gradually slackening rate of increase in the 
number of foreign workers employed in the countries 
listed in Table 21 may well reflect growing difficulties 
in recruitment.77 The ratio between the number of 
newly recruited immigrants and the increase in the total 
number of foreign workers in western Germany and 
Switzerland points to another interesting feature, namely 
the increasing number of immigrants who are apparently 
returning to their homeland. 


EDO), ths jo, P43, 


7 This is principally true of western Germany and Switzerland. 
Figures for the Netherlands and Luxembourg do not include 
immigrants from other Benelux countries, who no longer need work 
permits. In Sweden a large number of naturalized immigrants dis- 
appear each year from the statistics of foreign labour. 


Rate of turnover of immigrant workers 
in western Germany and Switzerland 


Western Germany: wt 21873 sche 
New recruitment of foreign workers 
(thousands)... . , 359 395 300-400 * 


Increase in the total number of foreign 
workers (thousands) 
Rate of turnover 


AY AGI 115 


Sinios i foster ЗВ 5255) 2.6=35* 
Switzerland: 
New recruitment of foreign workers 
НОО, to Таис 135 179 166 
Increase in the total number of foreign 
workers (thousands). ....... 80 76 38 


ВЕ ОВ ПОС = en а 7 2.4 4.4 


| Моте. — Figures of recruitment refer to work permits issued to immigrants 
arriving in the country for the first time. The figures for Switzerland of new re- 
cruitments, and of the increase in the total, exclude seasonal workers, and refer to 
September of each year. The figures for the increase in the total in western Germany 
refer to August each year and those for new recruitments refer to the calendar year 


There are grounds for believing that foreign workers 
who go home (in response to the incentive of higher 
wages and/or improved working conditions in their 
homelands) are mainly skilled or semi-skilled workers 
or belong to occupational groups in increasingly short 
supply. Their replacement is becoming more and more 
difficult as employment opportunities multiply in their 
own countries. The return of Italians has already become 
important since Italy, which was until recently a regular 
source of manpower, is now itself recruiting abroad.}?® 
Italian firms continue to advertise for emigrants (espe- 
cially in western Germany and Switzerland, where most 
of them are) to return to Italy, holding out as an induce- 
ment wages and conditions of work better than they now 
enjoy.!2® Some thousands of foreign workers (Spanish 
and Greek) are already working in Italy. Spain, Greece, 
Turkey, Portugal and — to some extent — southern Italy 
nevertheless still serve as an important source of addi- 
tional manpower for other countries; and North Africa 
may eventually add to this supply if current trends in 
immigration into France are generalized.**° 


But recruitment of foreign labour from more distant 
sources has some disadvantages. Besides the high travel 
charges involved, it apparently costs more to train 
workers recruited now than those brought in earlier.*** 


128 The number of Italian workers newly recruited for work in 
western Germany was no less than 60,000 in 1963, while the total 
number working in western Germany rose by only 10,000 between 
September 1962 and September 1963. The efflux of Italian workers 
from western Germany has become so important during recent 
months that the number employed there declined by 12,000 between 
June and September 1963. Although comparable figures for other 
labour-importing countries are not available, it is likely that this 
experience is shared by Switzerland. 

129 Tt is often said that the best recruitment centres of Italian 
workers for the country’s metal industry are Dusseldorf and 

‚ Wolfsburg. 

130 The net increase in the Algerian population in France was 
18,000 in 1962 and 49,000 in 1963 (excluding inactive women and 
children). In Belgium about 3,000 work permits were issued to 
Africans, mostly from Morocco and Algeria, in 1963. 

131 Travel expenses are, of course, particularly burdensome in 
the recruitment of seasonal workers. Something of a black market 
is reported to have developed in Turkish miners in Belgium, where 
20 per cent of those recruited have left their collieries after completing 
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Nor are the new sources of surplus labour in southern 
Europe inexhaustible. Concern is already being voiced 
in Greece about shortages of certain types of agricultural 
manpower and of skilled industrial labour which have 
arisen largely because of emigration; and measures have 
been recommended to check the outflow and to encourage 
the return of some categories of skilled labour.**? Other 
labour-supplying Mediterranean countries may soon face 
similar difficulties. 


Prospects 


The natural increase of the working-age population 
will add to the supply of labour in only a few countries 
in the near future:?** in most countries a weak or negative 
growth of the potential labour force is expected. Other 
factors tending to curb the growth of the labour force 
are longer annual holidays and schooling, a shorter 
working week, and earlier retirement.?*4 


When the natural growth of the potential labour force 
is insufficient, the matching of available labour resources 
to growing demand may be effected by such means as an 
increase in labour productivity; greater sectoral and 
regional mobility of labour; an increase in activity rates 
(especially for women and old people); and an abbrevia- 
tion of military service. Another option is to make good a 
deficiency in the domestic labour supply by employing 
foreign labour. The probable influence of these factors 
on the labour market in the immediate future is briefly 
discussed below.*** 


Changing technology can loosen the links between the 
growth of output and the supply of manpower. Rationali- 
zation in agriculture and mining has yielded an important 
supply of labour for manufacturing and services in the 
past few decades, and in some countries continues to do 
so. However, although labour-saving investment in indus- 
try has already had beneficial effects in certain coun- 
tries,12° the number of workers industry and certain 
service sectors, such as retail distribution, can release by 


the training period and have found work in neighbouring countries, 
which thus avoid the travel and training costs borne by Belgium 
(Le Monde, 5 March 1964). 


132 See also the review of recent economic developments in 
southern Europe in Chapter III. 


133 For an assessment of the prospective effect of the demogra- 
phic factor on the labour supply, see the Survey for 1962, Part 1, 
Chapter II, p. 26. The Netherlands is the country with the highest 
rate of demographic increase — about 2 per cent until 1966 — of 
the domestic labour force (at constant activity rates). In the United 
Kingdom the demographic increase in the active population reached 
its peak in 1962, with a rate of 1.1 per cent, and is now at only half 
that rate. In France, the rise in active age population will quicken 
from 1964 onwards: however, an important change will take place 
in favour of the age group 14-19, with a decline in the age group 
20-25, so that special problems (schooling, training, etc.) will result, 
while the employable population will not increase much. 


134 In 1962 the shortening of the working week more than offset 
the increase in the number employed in the manufacturing sector 
in Austria, Belgium, western Germany and the Netherlands. In 
Switzerland the reduction in working hours between 1957 and 1962 
(3 hours a week on average) is equivalent to 160,000 man-years. 


135 See section 6 for a discussion of labour-market policies. 
136 Western Germany is perhaps the foremost example. 
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rationalization is still an open question.**7 What can be 
said is that rationalization in industry affects not only 
the quantitative demand for labour but also the quality 
of the manpower needed. The introduction of modern 
technical processes may simultaneously reduce the re- 
quirements for highly trained manual labour and increase 
the demand for specialists and managers. 

Most countries still have considerable reserves of 
inactive labour. They consist, however, largely of married 
women and persons in the low and high age groups, 
who can be drawn into employment only by specially 
attractive and suitable working conditions, since in boom 
periods — when demand for labour is strong — average 
household earnings are relatively high. The mobility of 
such groups is usually low, and the supply of this type 
of labour is determined mainly by the aggregate or joint 
family income.'** The creation of part-time jobs would 
be a partial solution to the problem of drawing on these 
important categories of unused labour capacity. Another 
means — shorter military service—has already been 
used or is contemplated as a supplementary source of 
increase in the civilian labour supply.**® 


137 In some countries considerable labour reserves are to be found 
in overblown public administration. Italy is a case in point. Hitherto 
the reform of the bureaucracy could not be undertaken because of 
the need to keep people in employment who could not possibly find 
jobs in other sectors. The new phase of labour shortages provides an 
opportunity for gradually shifting badly utilized manpower to 
productive occupations, and is presumably one of the preoccupa- 
tions of the Minister without portfolio who has been entrusted with 
the task of studying means of reforming the Civil Service. 


138 See the SURVEY for 1962, Part 1, Chapter II, р. 24. 


139 In France, Italy and the Netherlands, the period of military 
service has recently been cut. 


3. PRICES 


The cost of living in 1963 


The upward trend in the cost of living which had been 
fairly general in 1962 slowed down in 1963 in Austria, 
western Germany, Ireland, Norway, Sweden and the 
United Kingdom (see Table 22). In none of these coun- 
tries did this progress towards greater price stability have 
to be brought about by means of restrictive policies. In 
some the slower rise of prices was due to an easing of the 
market tensions prevailing in 1962, or to ampler supplies 
of the main agricultural products since the second quarter 
of 1963. In others, smaller wage increases and higher 
productivity gains, or both, have helped to moderate 
rises in the prices of industrial products (see Table 23), 
in some cases supplementing the impact of more slowly 
rising food prices. 

In Denmark and Finland, where pressures on prices 
were strong in 1962, restrictive measures were introduced 
in that year and reinforced in 1963. In the former country 
they resulted in a gradual easing of pressure during 1963, 
with consumer prices rising by less than 2 per cent in 
the course of the year. In Finland, on the other hand, 
the price level continued to rise in 1963, notwithstanding 
the partial price-freeze imposed on the principal con- 
sumer goods at the end of 1962, for the formulation of 


In the near future many countries will need to import 
foreign labour. In fact, the dearth of domestic man- 
power in certain sectors is such that many countries have 
stated that immigration is their main short-term means 
of overcoming labour bottlenecks.**° While some southern 
European countries will, as mentioned, cease to serve 
as sources of supply of manpower in coming years, there 
should not be any significant dwindling of migration in 
1964. In countries where employment of foreign labour 
has been important, nationals have shifted to more highly 
skilled occupations. The drying up of foreign sources 
of labour supply at some time in the future will mean 
that, whereas in the past labour bottlenecks were largely 
concentrated in skilled trades, the future employment 
problem will be complicated by a new factor — namely, 
the difficulty of recruiting labour for less skilled occupa- 
tions, especially for those where work tends to be un- 
pleasant in character. The answer may lie in raising 
relative wages and salaries in these occupations, as well 
as in the more widespread introduction of labour-saving 
devices for such work as road-building, construction, 
mining, etc. 


1407Tn Belgium the lack of workers in coal mines has been 
estimated at nearly 10,000 and in construction at about 30,000. 
The Belgian coal-mining industry has already recruited 10,000 
Turkish miners for 1964 so that by the end of the year 15,000 
workers will have migrated to the Belgian coalfields from Tur- 
key, and it is expected that within two or three years some 
50,000 Turkish workers will be employed in Belgium. In Sweden 
the long-term forecasts predict an immigration of some 10,000 
workers per year. 


AND WAGES 


an effective stabilization policy was beset with a number 
of difficulties, notably those concerning agricultural 
incomes. 


France and Italy were the only countries where price 
stability was seriously jeopardized in 1963, with increases 
in the cost of living of about 6 and 8 per cent respectively 
between the fourth quarters of 1962 and 1963. In Switzer- 
land, although the cost of living rose no faster in 1963 
than in 1962, the rate of increase of some 4 per cent a 
year, after a long period of relative stability, has aroused 
much concern. The different pattern of inflation in these 
three countries, as well as the stabilization measures 
adopted, are described in section 5 below. 


Turning to the prospects for 1964, recent wage awards 
in a number of countries may be the forerunners of 
swifter price increases. In the United Kingdom, hourly 
earnings rose during 1963 at an annual rate of some 
4 per cent, but labour costs were held steady thanks 
to a commensurate gain in productivity. However, the 
wage settlements which were reached towards the end 
of the year in the more favourable climate for wage 
bargaining created by the unusually rapid expansion 
make it much less certain that labour costs will be con- 
tained in 1964. Besides, the 40-hour week is likely to be 
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TABLE 22 


The cost of living in western Europe 


Index numbers, corresponding period of previous year = 100 


1962 1963 
I п ш ТУ I п ш IV 
Austria... 
ustria . Total $ Daal а 105 106 104 103 103 102 102 104 
of which : Food : 106 110 106 104 105 102 102 104 
Rent ee 107 105 104 103 102 103 104 105 
Services 106 104 103 103 102 102 102 103 
Belgium? . . . Total Я 101 102 101 101 102 101 102 103 
of which Food 101 104 101 101 103 100 102 104 
Services 102 102 102 103 105 107 107 105 
Denmark? . . . Total oe es 107 107 106 109 109 108 106 102 
of which : Food 107 108 107 109 109 110 105 102 
Services 108 108 107 111 109 107 108 103 
Finland ... . Total En Tne te 102 104 105 106 105 105 104 105 
of which: Food . . 102 103 106 106 104 106 104 106 
Rent . 105 105 106 107 107 107 106 104 
Frances. 5... Lotal eee ee 105 106 106 105 105 105 106 106 
of which: Food . . 107 109 109 107 108 107 107 106 
Rent 112 112 104 104 108 108 114 114 
Western Germany Total ....... 104 104 103 103 104 103 102 103 
of which: Food . . 105 106 104 103 106 102 100 104 
Rent 103 103 103 103 106 106 106 107 
Services 104 104 104 104 105 104 104 104 
о о МОТ о ВВ 104 105 104 104 104 101 101 104 
of which : Food 102 104 102 100 103 99 100 104 
Rent 104 104 104 105 105 105 104 104 
Services 105 105 106 106 103 102 102 104 
italya sae ee Totals 103 105 105 106 108 108 107 108 
of which : Food < 103 104 105 105 109 109 107 108 
Rent 109 109 109 109 109 109 110 109 
Netherlandsire, ито вены: pies 103 104 103 103 105 102 102 103 
of which ; Food 105 108 104 102 107 100 101 106 
Rent 100 100 102 108 105 105 104 101 
INOEWAYor os о... 105 105 106 105 105 103 101 101 
of which : Food 107 108 109 106 107 103 98 99 
Rent 105 102 102 102 102 103 102 102 
Sweden be Е LOCAL Datos vot wi Saye = a 104 105 105 105 104 103 102 103 
of which : Food 106 109 110 108 107 104 104 106 
Rent 102 100 99 99 98 99 101 101 
Switzerland .. Total ....... 104 105 105 103 104 103 103 104 
of which: Food . . 105 107 107 104 105 103 103 104 
ИЕ во 106 105 105 103 103 104 104 106 
Services 103 103 103 104 103 103 103 103 
United Kingdom Total ....... 105 106 104 103 103 102 101 102 
of which: Food . . 103 106 103 103 105 101 100 103 
Reitman 105 106 106 105 105 104 105 105 
Services . 106 106 105 104 102 102 102 102 


ee eee 
Sources: National statistics and ECE, Statistical Indicators of Short-term 6 Comprising 250 articles — Paris. 

Economic Changes in ECE Countries. с Including drink and tobacco. 

@ Excluding rent. а Excluding compulsory social insurance contributions and direct taxes. 
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TABLE 23 
Productivity and wage-costs in industry 


Index numbers, corresponding period of previous year = 100 


1963 


1961 


First 
half 


Second 
half 


First Second 
half half 


Austria 
Production а мох 106 102 103 103 104 106 
Employmentecm ооо | 108 10 99 101 99 98 


102 100 104 103 104 108 
110 109 107 108 106 108 


Output per worker 
Weekly earnings 


Wage-costs. .... 108 110 103 105 101 100 
Finland 4 
LEONEAN 4 бов оз У 106 103 102 3105 


101 104 104 104 ТОО 
107 103 102 99 104 105 
108 107 106 106 106 108 


Man-months worked 
Output p. man-month 
Hourly earnings 


WWI сов 101 104 105 107 (0 05 
Егапсе 

О © о оо об 107 105 107 106 103 107 

Етрюутеп. ...| 101 101 101 101 102 102 


105 104 106 105 10-05 
108 108 108 109 109 109 
102 104 102 


Output р. man-hour . 
Hourly .wage rates? . 
Wiage-cosisi.n 3 . 


Western Germany 
О В Фо сор a 
Man-hours worked . 
Output р. man-hour . 
Hourly earnings 


108 104 103 106 103 104 
102 98 97 98 96 98 
106 106 106 108 108 107 
110110 113 


Wage-costs. .... 105 104 106 102 sy о 
Treland 

Production =)... . 109 109 105 104 104 109 

Employment ....{| 105 104 102 10 103 104 


104 104 103 103 102 105 
105 106 


101 102 и LOT, 102 9 


Output per worker 
Weekly earnings 
WEISS 5 ооо 


Netherlands 
ОО ¢ о kom = 104 100 103 105 102 107 
Employment в ооо 102 102 102 101 100 101 


Output рег worker 


Weekly wage-rates®.. | 105 103 | 107 108 | 108 106 

WEEN 5 o 4 GS 103 106 106 104 106 100 
Norway 

Productions) eae 106 108 ОО > 105 106 


Employmentse о. 
Output рег worker 
Hourly earnings? . . 


Wage-costs. .... 101 106 1098102 101 99 
Sweden 
О Бо 105 103 101 102 101 103 


Man-hours worked 
Output р. man-hour . 
Hourly earnings? . . 


Wage-costs. .... 105 = 103 103 104 104 105 
United Kingdom 

Brodictionua sama 101 100 100 102 102 106 

Employment . 101 101 101 99 98 99 


Output per worker 
Weekly wage-rates 
WEFEEGONIS ¢ Go ao 


Sources ; National statistics. 


NOTE. — Except for western Germany, the data for which are taken directly 
from national sources, output per worker (or per man-hour) is derived by dividing 
the series for output by the series for employment (or man-hours worked), 
Similarly, wage-costs are obtained from output per worker and earnings. 

@ Excluding February 1963, because of strikes in the service sector which affected 
employment and earnings in industry. 
b Manufacturing only. 


4 Male workers only. 


С All economic sectors. 


adopted more widely. On balance, therefore, the rise in 
hourly earnings is likely to be faster than in 1963, while 
last year’s rate of increase of productivity may be diffi- 
cult to reproduce. With the additional prospect of unem- 
ployment again falling to very low levels, the problem 
of holding the rise in money incomes in line with pro- 
ductivity increases is once more in the forefront of policy: 
some prices have already been raised since the wage- 
awards granted to the engineering and certain other 
industries at the end of 1963. 


Consumers’ prices increased little faster in 1963 than 
in 1962 in Belgium and the Netherlands, but during the 
past few months warnings have been voiced about the 
possibility that price increases may get out of control 
in 1964. In Belgium intensified labour scarcities have 
inevitably been translated into mounting wage pressures, 
and wage claims in pacemaker sectors have spread to 
others; the claims now being negotiated call for rises of 
at least 10 per cent, and some for as much as 20 per cent. 
In the Netherlands wage negotiations in the autumn of 
1963 resulted in wage increases of 5 per cent as from 
1 January 1964, to be followed by another 5 per cent on 
1 April 1964. These awards affect some 2 million workers 
(or 60 per cent of all wage- and salary-earners) and are 
expected to lead to an increase in wages and salaries of 
almost 15 per cent in 1964;141 and the Government has 
also announced an increase of social benefits by 12 per 
cent. However, the scale of these awards amounts to 
partial acknowledgement of the increase in “ black 
wages ”, which had climbed to new high levels in conse- 
quence of accentuated labour scarcities in 1963. Fore- 
seeable gains in productivity in these two countries fall 
short of the wage increases granted, and an upward trend 
of prices is therefore expected.14* Given the heavy 
dependence on foreign trade of both countries, the threat 
of price increases to their competitiveness in foreign 
markets is viewed with much anxiety. 


The causes of rising prices 


As has been seen, most western European countries 
have experienced or are now facing inflationary tenden- 
cies of varying intensity. Some of the diverse causes of 
recent and prospective price increases are discussed below. 


In the first place, a number of factors, inflationary 
in effect but non-cyclical in character, have been at work. 
In nearly all countries listed in Table 22, the rise in food 
prices in 1962 and early in 1963 exceeded that of the 
total cost of living, not on account of excess demand, or 
of rising costs, but because bad weather created tempor- 
ary domestic food shortages in 1962 and in the early 
months of 1963, and certain imports cost тоге.1“з In 
several countries wage increases provoked by higher 


41 The wage award — which was unexpectedly large — was the 
first to be adjudicated by the new wage-negotiating machinery — 
1.е. without government participation. 

“It has been estimated that the recently negotiated wage in- 
creases in the Netherlands will generate about 2 billion guilders of 
new nominal purchasing power in 1964. The increase in consumers’ 
a es in 1964 is about 7 per cent, as against 3.5 per cent 
in ; 


M3 Meat and sugar are cases in point. 


Е. 


prices of foodstuffs via sliding-scale clauses in wage 
agreements are maintained when food scarcities sub- 
sequently disappear.*** Another non-cyclical factor push- 
ing up the cost of living in most countries has been the 
increase in rents. Excess demand in the building sector 
has contributed, via higher construction costs, towards 
raising the rent-level of new dwellings. Most of the rent 
increases, however, have originated in a further relaxa- 
tion of rent controls, only a relatively small part of the 
increase being attributable to higher building costs, which 
have been counteracted in somie countries by govern- 
ment intervention.1#5 


_ The cost of living in a number of countries has also 
risen as a result of adjustments of prices which are 
largely under public control —transport and fuel and 
light tariffs, telecommunication fees, etc. — and prices 
of items such as drink and tobacco have gone up follow- 
ing changes in indirect taxation.1*° The group of items 
whose prices are largely government-determined — food, 
rent, heating and lighting, public transportation and 
communication charges — are goods and services repre- 
senting basic needs. The considerable weight of this group 
of items in the base year, and the substantial increases 
in their prices, tend to impart an upward bias to cost-of- 
living indices in most countries, whereas the share in 
total expenditure of some of these items, such as food, 
public transport, etc., has actually declined with rapid 
increases in incomes (see also section 1). 


Index numbers measuring changes in the cost of living 
due to direct market forces would have to isolate the 
effects of such temporary factors as government measures 
and special circumstances affecting the supply of agri- 
cultural commodities; such indices would certainly show 
smaller price increases than do the actual indices.?*” 
Moreover, the relative importance of the two basic 
factors — demand and cost pressure — would have to be 
ascertained. Recent inflationary tendencies generally have 


144 [Tt has been recommended that an attempt should be made to 
prevent special or accidental rises in the consumer-price index from 
having a cumulative influence on wages and other prices: “ From a 
policy standpoint, we think it is undesirable that money incomes 
should te linked to existing indices of consurrer prices which include 
the effects of special price increases...” (OEEC, The Problem of 
Rising Prices, Paris 1961, p. 30.) 

145 Ty 1963 rent controls were relaxed in Italy (in January); in 
Switzerland for pre-war buildings (in February) and for houses built 
between 1942 and 1949 (in June); in western Germany (in July and 
November) and in Sweden. Later in the year Italy and France 
blocked further increases in uncontrolled rents as part of the 
stabilization programmes. 

146 Ty 1963 the price of coal was raised in the Netherlands and 
western Germany; electricity tariffs in the United Kingdom and in 
France; railway fares in western Germany, Italy, the United King- 
dom, Denmark, France, Finland and the Netherlands. 

_ 147 Jt has been estimated that in western Germany in 1961 and in 

the second and third quarters of 1963 increases of rents and of other 
prices which are largely publicly controlled — e.g. transport tariffs, 
communication fees and heating charges — together accounted for 
more than one-third of the rise in the total cost-of-living index. 
(See Economic Surveys of the OECD, Germany, January 1964.) 
Between 1953 and 1958 food, housing, fuel and transport fares 
accounted for 84 per cent of the total increase in the cost of living, 
and for 67 per cent between 1958 and 1963. (Зее Monthly Report of 
the Deutsche Bundesbank, December 1963.) These items may have 
accounted for seven-eighths of last year’s rise in prices in the United 


Kingdom. 


not originated in general, autonomous demand pressures 
in any western European country. Demand pressures have 
rather been a by-product of other factors,14* and infla- 
tionary tendencies have for the most part originated on 
the cost side. Wage increases in excess of productivity 
gains have varied in importance in different countries 
in the recent past (see Table 23). In Austria, western 
Germany, the Netherlands and Norway wage increases 
in manufacturing were more or less commensurate with 
productivity advances in 1963, and in the United King- 
dom there was even a decline in wage-costs per unit of 
output, so that price increases — at least for manufac- 
tures — slowed down or were arrested.1*° In Italy and 
France, on the other hand, increases in labour-costs per 
unit of output, in conjunction with other inflationary 
factors described in detail in section 5 below, were 
responsible for the rapid rise in prices. And — as already 
noted — the recent upsurge in wage pressures in Belgium 
and the Netherlands is considered as a serious threat 
to price stability in 1964.15° 


Apart from wage increases in excess of productivity 
gains in manufacturing, the operation of the “ wage-wage 
spiral” has been a major cause of large wage increases 
and rising prices in the economy as a whole, as higher 
wages granted in some sectors tead to spread gradually 
to others.*** 


A wage-wage spiral has evidently been proceeding in 
western Europe in recent years. Since wages have shown 
a tendency to increase in parallel in various sectors, wage 
differentials have remained fairly constant, despite the 
different degrees of strain in the labour market for 
different categories of labour or for different occupa- 
tions.1°? In view of the problem, referred to in section 2, 
of recruiting labour for unpleasant or less skilled jobs, a 


148 Tn Italy, for example, inflation started on the cost side, but a 
rapid wage spiral engendered a demand-pull, which at first raised the 
prices of commodities in short supply, but later became general. 


149 Tn western Germany an easing of wage pressures quickly fol- 
lows any slowing down in the rate of demand expansion. This may 
be due to the remarkable inflation-consciousness of the German 
people as well as to the importance generally attached to the main- 
tenance of a strong competitive position on export markets. 


150 Further price-raising impulses on the cost side are now emanat- 
ing from a fairly sharp rise in the prices of some basic raw materials. 
After several months of relative stability world commodity prices 
began to rise in August. 


151 “ One has only to study the story of major negotiations, and 
especially the reports of arbitration and arbitration courts, to see 
how often, after exhausting all the various lines of argument about 
the cost of living, profits, productivity, etc. the two parties fell back 
on the wage increases set elsewhere as the easiest way of reaching 
agreement.” (Zhe Problem of Rising Prices, op. cit., p. 53.) 


152 “ The tendency for uniformity in negotiated increases clearly 
reflects the strength of the psychological, social and political forces 
making for the maintenance of wage differentials.” (The Problem of 
Rising Prices, op. cit.) There is evidence that in the last decade the 
inter-occupational structure of wages has shown little change in 
most countries. Institutional factors are in the short run relatively 
rigid, whereas many market factors are in constant state of evolution. 
However “... technological change and productivity developments, 
which modify the relation between the different categories of labour 
in the matter of demand and supply, szem not to have had sub- 
stantial repercussions on the available — admittedly rough — 
indicators of the occupational wage structure.” (H. Gunther, 
“Changes in Occupational Wage Differentials”, International 
Labour Review, February 1964.) 


Page 52 — Chapter II 


change in the pattern of wage differentials towards greater 
conformity with varying labour market conditions is likely 
to become inevitable.*** 

The reappearance of a wage-cost inflation at a time 
when economic interdependence within western Europe 
has greatly increased is most serious for those countries 
which are heavily dependent on foreign trade and where 
many sectors or branches (and firms within them) are 
consequently exposed to foreign competition both abroad 
and in the domestic market. In view of the tendency, 
already referred to, for wages to increase more or less 
in step in various sectors, profit margins will be differently 
affected according to the degree of exposure to foreign 
competition and hence the possibility of responding to 
cost increases by raising prices. If such exposed firms 
raise their prices, export demand for their products will 
weaken, or competition for imports will become stronger 
or both. If they do not do so, wage-cost increases will 
result in a profit squeeze, since such firms cannot for 
any length of time resist wage demands which may exceed 
productivity increases. On the other hand, firms in such 
sectors as construction and services, which are not ex- 
posed to foreign competition, are liable to concede wage 
demands more easily since they can better protect their 
profit margins. Moreover, in some parts of the services 
sector, such as the distributive trades, where self-employ- 
ment predominates, prices are raised as a result of 
demand pressures rather than wage-cost increases. When 


153 п Denmark the tendency for wages in different sectors and 
occupations to move in parallel has also made it almost impossible 
to change the wage structure so as to benefit the lowest-paid workers. 
However, an attempt made in the Danish “ package deal ” of March 
1963 to stabilize wage developments and at the same time grant 
relatively big increases to the lowest-paid workers seems to have been 
a success so far, since wage drift in 1963 was moderate for the other 
oak of wage-earners. (See Dkonomisk Arsoversigt, March 1964, 
p. 10. 


large awards have been granted in several “ leading ” 
sectors the additional labour incomes that result tend 
to boost demand for consumer goods and services, thus 
provoking an increase in distributive margins governed 
by the desire to protect relative incomes in the light of 
what the market will bear.*** 

By raising prices in order to protect their profit margins 
(or income shares), non-exposed branches or firms add 
to the difficulties of those that are exposed both by 
encouraging the spread of wage claims and/or by raising 
the cost of other inputs. In due course, therefore, the 
rate of expansion may be depressed, either because 
export demand has weakened, while foreign competition 
on the home market has strengthened, or because — if 
prices cannot be raised and profit margins are squeezed 
— investment is checked. Consequently the demand for 
the output of some of the non-exposed branches will 
weaken (unless, of course, the rise in wage-costs is offset 
by labour-saving investment which accelerates produc- 
tivity gains). 

The difficulties arising for the economy as a whole 
from the differences in the way in which a wage-wage 
spiral affects the profitability of different branches of 
activity are multiplied by greater increases in costs and 
prices in one country than in competing countries. 


154 Jt is often stated that the widening of the gap between con- 
sumers’ prices and wholesale prices is largely attributable to increas- 
ing distribution costs, due, in turn, to higher labour costs when the 
possibilities for raising productivity are limited. This does not seem 
to be always true. A study of Italian experience shows distribution 
costs to have risen steadily between 1953 and 1958, thus creating the 
widening gap between retail and wholesale prices of consumers’ 
goods. However, between 1958 and 1962 increases in distribution 
costs were moderate, while the gap between retail and wholesale 
prices continued to widen, reflecting an increase in profit margins 
in the distributive-trade sector (see F. Geraci, Costi di distribuzione 
е sfasamento dei prezzi in Italia, Rome, 1963). 


4. INTERNATIONAL TRADE AND PAYMENTS 


Recent developments in trade 


The growth of the volume of imports into western 
Europe (including intra-western European trade) began 
to accelerate in 1962 and continued to do so in 1963. 
The expansion of exports started to gain speed only in 
1963 and, as with imports, the acceleration was most 
pronounced in the second half of the year. 


Import and export volumes, including intra-trade, 
of western European countries 2 


Imports Exports 
Percentage Percentage 
Index increase from Index increase from 
numbers, corresponding numbers, corresponding 
1953 = 100 period 1953 = 100 period 

previous year Previous year 
о ae 156 10 159 12 
LOGON arate 183 17 179 13 
1961 соб 196 7 190 6 
1962 Bea 216 10 200 5 
19635 a 236 9 216 8 
January-June? 230 8 208 6 
July-December? 246 12 225 11 


Source : OECD, Statistical Bulletins — General Statistics. 


@ Western Europe, excluding Finland and Yugoslavia. 
© Seasonally adjusted. 


Western Europe’s terms of trade remained virtually 
unchanged during 1963, as can be seen from the following 
{аЫе.155 


Average value indices for exports and imports 
and terms of trade (total trade) < 


1953=100 

1963 
В I IT Ш Iv 
Exports ... 101 102 102 104 103 102 103 104 
Imports... .. 95 95 93 95 Од оо 


Terms of trade . 106 107 110 109 110 109 110 109 


Source : OECD, Statistical Bulletins — General Statistics. 
@ Western Europe, excluding Finland and Yugoslavia. 


1960 1961 


Intra-western European trade conformed to the general 
tendency of previous years in that it rose faster (in current 
prices) than exports from western Europe to the rest of 
the world. Thus, while total exports from western Europe 


155 No data are as yet available showing the changes that may have 
occurred during 1963 in western Europe’s terms of trade with the rest 
of the world. Since primary commodity prices tended to rise during 
the year it may be assumed, however, that there has been some 
worsening of commodity terms of trade with the rest of the world. 
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TABLE 24 
Western Europe’s trade by area of origin and destination, 1960 to 1963 


Monthly averages in millions of dollars and percentage changes 


Imports c.i.f. 


Exports f.o.b. 4 


ies Percentage change Percentage change 
1961 1962 1963 
1960 1 1961 t 1962 1960 1961 1962 1963 
1961 1962 1963. ene Are Heer 
stern Europe .. . 2479.3 2773.4 3066.7 3447.0 11.9 
ani ; 4 . : . 10.6 : 
Е. 12.4 | 2425.8 2736.2 3001.4 3377.2 12.8 Oh 105 
ion. Mil. © 200.8 209.8 225.9 257.9 
Е бои. 5 : у : . 4.5 Tess ile 175.5) 192.1 210/62 1056 8.8 9.6 — 
i INGORE col ee LA 778.2 84577) 2.0 4.9 8.7 421.6 415.1 447.9 462.0 | —1.5 79 Sal 
DG ya ee a : : 50.5 Sel 9.0 ТЗ. ; га 
Е 31 29.8 44.1 43.5 50.7 | 48.0 1.4 16.6 
са of South Africa 194.5 S720 ДВ Ба | =a. 9 8.7 6.1 о ee 17129 el fe 205 |= 3.1 14.3 
inland China Зее PUSS 16.8 51 15.8 |—21.9 —10.1 4.6 Sul 14.8 123 14.3 |—52.7 —16.9 16.3 
2 pene areas 1098,2 51095.31 171.3 1 278'8))) 0.2 6.9 9:2 ose? О) ва SRI 1.2 —6.5 1.9 
which : 
Latin America , 313.3 308.9 348.9 376.6 —1.4 12.9 7.9 262.1 273.9 266.0 243.4 4.5 —2.9 —8.5 
Sa Africa 332.2 339.1 361.4 403.9 2.1 6.6 11.8 356.7 338.0 305.9 337.3 ap —9.5 103 
| t er Asia . . 446.9 442.0 455.8 492.0 11 3.1 7.9 335.2 351.9 328.6 345.6 5.0 —6.6 5.2 
ecified ПС. es 4.4 4.9 4.6 Sell 18.7 20.8 23.0 24.4 
бо о ЕВА 4 766.7 5073.6 5515.5 6123.0 6.4 8.7 11.0] 4262.8 4572.3 4829.2 5272.8 73 5.6 9.2 


Sources : OECD Statistical Bulletins — Foreign Trade, Series A; and national trade statistics. 
wited Kingdom and Ireland, domestic exports. 


in 1963 were some 9 per cent above those of 1962, 
intra-trade increased by 12.5 per cent (see Table 24 and 
figures below). Continuing the pattern of expansion of 
1962, trade among the EEC countries rose faster, and 
intra-EFTA trade slower, than total intra-western Euro- 
pean trade, with the result that the EEC share in intra- 
western European trade increased. 


Intra-trade of the EEC, EFTA @ and western Europe 
in 1961, 1962 and 1963 
Monthly averages in millions of dollars, and percentage changes 


Percentage changes 


1961 1962 1963 1961 1962 

10 1962 10 1963 
ЕВ en a 992.4 1132.2 1328.7 14.1 17.4 
Ae WAS дих 374.9%) 395.4 1439.2 5:3 ТЕТ 
Western Europe ? 256.2 S00 4337.2 9.7 12.5 


Source: OECD, Statistical Bulletins — Foreign Trade, Series A, and national 
statistics for Finland. 


@ {Including Finland. Domestic exports for the United Kingdom. 
5 Including Finland and Yugoslavia. Domestic exports for Ireland. 


This was almost entirely due to the rapid rise in trade 
among EEC countries, since their imports from the rest 
of western Europe have risen only slightly faster in recent 
years than total intra-western European trade. The rapid 
expansion of intra-western European trade was accom- 
panied by a relatively slow growth of western European 
exports to other areas so that the proportion of total 
western European exports going to the rest of the world 
has steadily contracted from 43.1 per cent in 1960 to 
36 per cent in 1963. The stimulus to western European 
economic expansion during 1963 provided by the rise 
of exports to the rest of the world (by 3.7 per cent in 
value terms) was therefore rather weak. The increase in 


‘these exports amounted to $0.7 billion and accounted 


for no more than 15 per cent of the total increase in 


western European exports (see Table 25). As much as 
85 per cent of the increment of export demand in west- 
ern Europe in 1963 originated within the area. Table 26 
shows that the importance of Belgium-Luxembourg, 
western Germany and the Netherlands as markets for 
western European exports has varied very little during 
the last three years. The United Kingdom, Austria, Den- 
mark, Finland, Portugal and Sweden have tended to 
absorb a smaller share of intra-western European exports, 
while that taken by France and Italy has steadily 
increased. However, the comparatively small changes in 
the relative shares of individual countries in intra-western 
European exports shown in Table 26 do not reflect the 
very substantial shifts which have occurred at the margin. 


TABLE 25 


Changes in western Europe’s trade by area of origin 
and destination, 1962 to 1963 а 


Imports Exports 
Area of origin NACTORSS Share of Tacrease Share of Change 
Or (billion ae total (Billion. total in trade 
destination U.S her US aes balance 
Ce ‘per- aay per- 
dollars) centage) dollars ) centage) 
Ado ls Sige Gam? SEE WS 100 58 100 —2.0 
Western Europe 4.6 63 4.5 85 —0.1 
Rest of World 2.7 37 0.8 15 —1.9 
of which: 

Primary producers 1.3 18 0.2 4 —1.1 
North America 0.8 11 0.2 4 —0.6 
Others 0.6 8 0.4 7 —0.2 


@ Based on Table 24. 
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TABLE 26 


Intra-western European? exports, 1961 to 1963 


Monthly average (f.0.b.) in million dollars, and percentage shares 


1961 1962 epee 1963 

Exports to : Value Share 7 Value Share Value Share 
Western Europe ........ 2 736.3 100.0 3 000.6 100.0 8137.2 100.0 
; 8.3 

Belgium 50 д eee eee 226.8 : 244.4 8.1 278.4 
Prancema eck. со! БЫ 256.3 9.4 300.6 10.0 369.5 10.9 
WesternsGermany ....... 492.7 18.0 560.1 18.7 598.5 Wet 
‘Ltaly Rees eee tas ER oe 220.8 3 265.6 8.9 344.7 10.2 
Netherlands" meee neds 276.3 10.1 294.8 9.8 329.6 9.8 
ПОТА НЕС аа. Sacer. 1 472.9 53.8 1665.5 5) 1920.7 56.9 
United Kingdom <5 3 <i: 318.1 11.6 316.8 10.6 349.4 10.3 
Аша A een od се os 94.7 . 99.5 33 107.6 Seo) 
Denmark? ке. ee aes 115.6 4.2 127.2 4.2 124.0 Sh 
Мау eee eas 96.1 97.6 8) 109.7 She! 
ЗЕЕ И oe eee 167.0 : 177.0 5.9 19275 557. 
Switzerland seas seroma ere) meme 179.7 6.6 206.2 6.9 224.0 6.6 
Portugal о ren oe 36.2 Set 1.0 33:3 1.0 
Finland s.. ее т ке 61.8 64.8 27 61.7 1.8 
TOTAL AE TILA. зе 1 069.2 39.1 1 120.2 У 1 202.2 35.6 
Rest of Western Europe 194.2 214.9 Ios 254.3 Fhe) 


Sources ; OECD, Statistical Bulletins — Foreign Trade, Series A, and national statistics for Finland. 
а Domestic exports for United Kingdom and Ireland. 


For instance, the increase of the share of total intra- 
exports going to France and Italy from 18.9 per cent 
in 1962 to 21.1 per cent in 1963 may not look impressive; 
but it meant that some 40 per cent of the increment 
in intra-exports and about 33 per cent of the total 
increase of western European exports in 1963 was 
absorbed by these two countries. 


The development of Italy’s trade in recent years 
can be summarized by the following percentage increases: 


MATA CLI UI о WG оо NGI 
1S 6Zitos19 бе 24.35 
Exports f.0.b. 1961 to 1962... .. 11.5 
ПО О В ene о Ore 


The effect of inflation on Italy’s trade is seen not only 
in the accelerated growth of imports and the slowdown 
in that of exports, but partly also in the drastic marginal 
changes in the composition of exports and imports (see 
Table 27). The global Italian balance of trade deteriorated 
by $1,106.5 million in 1963 compared with 1962, of 
which some 50 per cent was due to the worsening in the 
balance of trade in food, beverages and tobacco. Imports 
of this group of commodities rose by some 60 per cent 
between 1962 and 1963, and their share in total imports 
from 14 per cent in 1962 to 18 per cent in 1963. Other 


developments reflecting the upsurge of consumers’ de- 
mand occurred in trade in passenger-cars, where there 
were sweeping changes (see Table 27). As domestic 
demand for motor-cars soared, the home market 
absorbed an increased share of rapidly growing output,!57 
but the lengthening of delivery periods for Italian cars 
also contributed to a sharp rise in imports.1°8 

These developments have led to changes in the geo- 
graphical distribution of Italian trade as can be seen 
from the figures below. While total Italian imports 
increased by about $1.5 billion in 1963, imports from 
western Europe alone probably increased by about 
$0.9 billion. The areas of origin for the import increases 
in 1963 were approximately as follows (billion dollars): 


World eee. а 5 
Western Europe .. 0.9 
of which : 
EEC Saree. & 0.6 
BR TA ech ac 0.2 
Rest of western 
Europes ва. 0.1 


157 Production increased by 26 per cent in 1963. 


158 Imports almost doubled both in quantity and value in 1963, 
whereas exports declined by 5 per cent in value (and 10 per cent 
in quantity). These changes together accounted for almost $120 mil- 
lion of the total deterioration in the Italian trade balance. 
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TABLE 27 
Commodity composition of Italian trade, 1962 and 19632 


Percentages based on current values and trade balances 


ee ee fee iy ot bP erie они бу т yen ore tres oe Th Genny. He cs onal its ae 


Share i i р hang 
te Ве Share ia total exports 1963 over 1962" (million U.S. dollars) 
1962 1963 1962 1963 Imports Exports 1962 1963 
Food, beverages and tobacco. . . 

eh awhich = 13,2 18.0 15.3 13.4 61.4 —5.0 —129.6 —685.7 

Food processed. и... oul 6.2 4.1 3.9 
Е ae he . , : } j 110.8 3.2 —31.4 =” 
Crude materials, inedible 23.4 19.8 3.6 3.6 4.8 6.5 == 255.8 —1 312.8 
Mineral fuels and lubricants . . . 13.3 12.0 5.6 5.5 1241 PG) —551.6 — 631.3 
Vices and vegetable oils 1.8 1.9 0.2 0.2 33.5 —16.7 —97.5 —135.6 

@INUITACLUTES пои St. 47.6 : 

Ae 48.3 75.3 WS 26.2 10.9 634.0 259.1 
Textiles and fabrics . . . . . . . 2.0 2.3 13.9 14.2 42.0 30.9 547.4 
Base metals... ae 11.8 10.7 4.1 4.1 13.2 в S575 —604.3 

к: ae в transport equipment . 19.8 20.9 30.5 31.7 31.4 12.3 225.4 233 
Transport equipment. . . . . 4.2 4.9 11.0 10.5 45.7 3.5 260.9 162.4 

of which : 
Passenpers.carsem «|. 4 < 1.9 2.9 6.5 557 94.1 —4.8 191.0 69.6 
БА и T at 100.0 100.0 100.0 100.0 24.3 8.2 —1 399.8 —2 506.3 


Sources : OECD Statistical Bulletins — Foreign Trade, Series В; and national statistics, 


@ 1963 Provisional. 


The particularly rapid increase in Italy’s imports from 
the EEC accounted for about 31 per cent of the total 
expansion in EEC exports in 1963. Italy’s imports from 
EFTA increased less than its total imports, but even so, 
the increase of imports from that area of $0.2 billion 
represented about 15 per cent of EFTA’s total export 
expansion. It is evident, therefore, that inflationary pres- 
sures in Italy in 1963 were a quite important element 
in the export boom enjoyed by its western European 
trading partners — particularly those of the EEC. It 
follows that the steep reduction of Italy’s import growth, 
which was forecast for 1964 (see Table 1) even before 
the measures of restraint introduced in February 1964, 
could appreciably check the growth of intra-western 
European trade in general and that of EEC exports in 
particular.°° The effect of some of these measures — 
notably the imposition of a purchase tax on new motor- 
cars and a higher petrol tax — should help to check a 
further decline in the trade surplus in motor vehicles, 
while that part of the increase in the imports of agricul- 
tural products and foodstuffs which was due to excep- 
tional and temporary factors is not likely to recur (see 
section 5). 

Compared with Italy, the development of France’s 
trade in 1963 was less seriously affected by domestic 
inflationary forces. Total French imports did not increase 


159 The development of Italy’s trade had the largest effect on 
western German trade in 1963. Italy accounted for only 9 per cent 
of that country’s total exports, but for as much as 25 per cent of its 
total increase in exports, while imports from Italy stagnated although 
total west German imports increased by 6 per cent. (See Statistisches 
Bundesamt, Aussenhandel, Reihe 1, December 1963.) However, in 
view of western Germany’s competitiveness (see section 3) and its 
energetic export drive — which is redoubled whenever domestic 
demand pressure is not excessive — a deterioration of export pros- 
pects on the Italian market is not likely substantially to affect west 


German total export prospects. 


as fast as Italy’s (by 18.5 per cent, as opposed to 24 per 
cent) and the corresponding increases of exports were 
9.8 and 9 per cent respectively. The deterioration of 
the trade balance was less — $488 million in France, as 
against $1,106.5 million in Italy. Another difference was 
that French exports of foodstuffs (including beverages 
and tobacco) rose by as much as 22 per cent. Inflation 
in France was reflected most plainly in imports of con- 
sumers’ manufactured goods, which rose by 37 per cent, 
compared with а 14 per cent rise in exports.*®° 


The role of France in the western European export 
boom can be gauged from the fact that French imports 
from western Europe increased by about $845 million 
(24 per cent) in 1963, which was only fractionally less 
than the value of the increase in Italian imports from 
western Europe. Together, France and Italy raised their 
imports from western Europe and each other by roughly 
$1.8 billion. It follows that, as already suggested, any 
forecasts or estimates of the development of western 
European exports in 1964 must be governed by the 
assumptions made regarding the continued growth and 
prospective composition of Italian and French imports. 


The global deterioration of $1.4 billion of the net trade 
balance of the industrial western European countries might 
be expected to have had a dampening effect on economic 
activity in the area. However, the increase in the combined 
trade deficit of France and Italy alone amounted to some 
$1.6 billion. Given the strength of inflationary pressures 
in those two countries, it is unlikely that the deterioration 
of their trade balances had much effect on their rates of 


160 No separate figures for this group of commodities are avail- 
able for exports to the Franc area. The 14 per cent increase thus 
refers only to exports to all countries. 
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expansion.'*? The remaining countries as a group reduced 
their trade deficit very slightly, and trade developments 
may therefore be considered to have been practically 
neutral in their effect on economic expansion. However, 
the stimulating effects on production of rising exports are 
likely to be greater than the dampening effects of an 
equivalent increase of imports. For one thing, some 
imports do not compete at all with domestic production 
but rather supplement it; to that extent, rising exports 
are likely to promote investment activity. For another, 
exports are in most countries concentrated in compara- 
tively few sectors and industries, while imports tend to be 
spread over a very large range of commodities. It might 
therefore be assumed that an increase of exports has a 
more buoyant effect on business expectations than the 
possibly depressing effect of an equal increase in compet- 
ing imports. From those points of view, too, an almost 
balanced trade expansion as experienced in 1963 would 
seem to have imported a fresh expansionary stimulus to 
economic activity in western Europe. 


The outlook for exports in 1964 


A number of western European countries (including 
France and Italy) are forecasting a slower growth of 
imports in 1964; and some countries, besides the two 
just mentioned, have introduced, or are contemplating, 
measures of demand restraint which could slow down 
their import expansion still further (see Table 1 and 
section 5). In others, notably the United Kingdom, an 
accelerated rise of imports is anticipated. Weighing to- 
gether these various forecasts or estimates 15? — and 
assuming no large change in the share of total imports 
originating within the area 163 — it seems likely that intra- 
regional trade will grow less fast in 1964 than in 1963. 
It is, of course, very difficult to arrive at a reliable 
aggregation of a number of individual forecasts and 
estimates; but if each of them were to materialize, the 
growth of intra-western European trade would slow down 
from almost 12.5 per cent in 1963 to 8 per cent in 1964. 


On the other hand, it is not unreasonable to expect a 
quicker increase of extra-western European demand 
which would compensate, at least partly, for the slow- 
down in intra-western European trade.‘** Exports to 
North America, which increased by only 3.1 per cent 
in 1963, are likely to grow faster in 1964 as expansion 


761 Without the increment of imports, inflation in Italy would 
probably have been even more rapid in 1963 than was the case. But, 
in view of the labour shortages which became more acute as the year 
went on, it is doubtful whether domestic output in Italy could have 
increased much faster than it actually did. 


162 Tt should be borne in mind that these estimates are based on 
the export performance of the first nine months of 1963. In view of 
the marked acceleration of the export expansion in the fourth 
quarter of 1963, the forecasts or estimates for 1964 may turn out to 
be on the high side. 


163 Normally, imports originating in western Europe would be 
expected to grow faster than imports from the rest of the world. In 
1964, however, the present short-run tendency in western Europe to 
build up stocks of primary commodities may well result in an 
unchanged share of intra-imports in total imports. 


oe Exports to areas outside western Europe rose by only 3.7 per 
cent in 1963. 


in the United States economy proceeds and also because 
of the substantial improvement in the payments position 
of Canada. The rate of growth of gross national product 
in the United States in 1963 has been estimated at 3.8 per 
cent in volume and at 5.4 per cent in value. Western 
European exports to the United States during the year 
increased by 3.7 per cent while total commodity imports 
into the United States may have gone up by 4.2 per cent. 
For 1964 the volume increase of gross national product 
has been forecast to reach some 5-5.5 per cent and that 
of the total import increase has been put at 7 per cent.*®*° 
In recent years, however, there has been a tendency for 
western Europe to take a decreasing share of the United 
States market. If this tendency is assumed to continue, 
exports from western Europe to the United States may 
rise by less than the rate forecast for total United States 
imports.*°" 


As far as other overseas industrial countries are con- 
cerned, prospects are very different for exports to Japan, 
on the one hand, and to Oceania and South Africa, on 
the other. In view of Japan’s balance-of-payments diffi- 
culties in the latter part of 1963, it is unlikely that the 
high rate of increase of western European exports to 
that country achieved in 1963 (17 per cent) can be main- 
tained in 1964, but Japan accounts for only one-fifth 
of aggregate western European exports to this group of 
countries. The rate of increase of western European 
exports to the other countries was also high in 1963 
(14 per cent), but the rapidly improving external position 
of the latter is likely to result in a further expansion of 
exports to them in 1964. 


Exports to eastern Europe and the Soviet Union did 
not rise at all in 1963, while imports from that area 
increased by almost 14 per cent. This development was 
partly connected with the need, at least in the Soviet 
Union, to husband foreign exchange resources for mas- 
sive grain imports from overseas; however, some eastern 
European countries were able to expand their exports 
of agricultural products to western Europe. As indicated 
in section 6 of Chapter 1, some expansion of western 
European exports to eastern Europe and the Soviet Union 
can be expected as a result of large orders for equipment 
—mainly for the chemicals industry, backed by an 
expansion of credit facilities — but this is not likely to 
affect short-term prospects. 


On the other hand, aggregate exports to primary- 
producing areas, which increased very little in 1963, will 
probably begin to grow again in 1964. While western 
European exports to these areas increased by only 1.9 per 
cent in 1963, those from the United States rose by 
4 per cent. Western Europe raised the value of its imports 
from these areas by some 9 per cent — the combined 


186 See Economic Report of the President and Annual Report of the 
Council of Economic Advisers. 


167 Exports to the United States would on the whole seem to have 
a greater influence on exports than is perhaps warranted on purely 
quantitative grounds. Total exports to the United States amount to 
less than 8 per cent of western Europe’s total exports, and probably 
do not account for more than about 1.5 per cent of gross national 
product in western Europe. Thus, total exports from OECD-Europe 
(excluding Spain) to the United States in 1962 amounted to $4.3 bil- 
lion while aggregate gross national product at factor cost (current 
exchange rates) exceeded $300 billion ($290 billion in 1961). 
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effect of higher prices of many primary commodities 
and of increases in the volume of these imports — while 


the corresponding increase of United States imports was 
only 3 per cent. 


It seems quite likely that in 1964 primary-producing 
areas will continue to increase their total export receipts 
at about the same rate as in 1963 when the primary-pro- 
ducing areas added significantly to their aggregate foreign 
exchange reserves. Given their pressing import require- 
ments, the primary-producing countries are unlikely to 
add to their reserves in 1964 — indeed, they may even run 
them down. On the basis of tentative and very rough 
estimates, and assuming that the primary-producing coun- 
tries take an unchanged proportion of their aggregate 
imports from western Europe, these imports may con- 
ceivably increase at a rate three to four times faster 
than in 1963. 


However, two additional considerations need to be 
borne in mind. The first is that the absolute share of 
western Europe in the total imports varies widely from 
area to area. It is now about 30 per cent of the total in 
Latin America and primary-producing Asia, and about 
60 per cent in primary-producing Africa. An expansion 
of imports into the latter area, if evenly distributed over 
all “normal” suppliers, would thus affect western 
Europe more than an equivalent increase in imports into 
the other two areas. However, there is no knowing how 
such an increase in imports would in fact be distributed 
between western Europe and other trading райпегс; 88 
and a notable feature of recent years has been the 
tendency for the share of western Europe to decline as a 
source of imports into each of the primary-producing 
areas shown in Table 24. 


On the assumption that western Europe’s share of the 
imports of the primary-producing areas continues to 
decline in 1964, the increase in the region’s exports to 
these areas might have to be scaled down to only about 
twice the 1963 rate. Even on the more optimistic assump- 
tion concerning exports to primary-producing areas, 
western European exports, excluding intra-western Euro- 
pean trade, would not increase more quickly than the 
8 per cent rise estimated for exports to western Europe, 
resulting in a total rate of expansion of total western 
European exports of 1 to 2 percentage points less than 
the 9 per cent registered in 1963. 


Balances of payments and reserve positions 


Changes in the balance-of-payments positions of west- 
ern European industrial countries became increasingly 
independent in 1963 of changes in their balances of trade 
(see Table 28). This is illustrated by the development of 


the global position of these countries, for they added 


about $1.8 billion to their official reserves in 1963, as 
against $0.7 billion in 1962, although their aggregate 
trade deficit increased from $4.9 to $6.3 billion between 
the two years. Naturally, the trade deficits were smaller 
on a f.0.b. basis, and were largely counterbalanced in 


168 For example an increase in the import capacity of Latin 
America would benefit the United States much more than western 
Europe, in view of the close trade ties between the two areas in the 


western Hemisphere. 


TABLE 28 


Trade balances and changes in official gold and foreign 
exchange reserves of some western Eurepean countries 
and the United States, 1962 and 1963 


Millions of dollars 


Trade balance Change in reserves 
Country 

о he ee 
Аа Roam has —288.8 —350.2 +236 +148 
Beka 5 5 5 5 5: —127.9 —262.1 —60 +187 
О ара —491.3 —249.2 —27 +215 
inland eee ee —13.2 —6.5 —41 +30 
Brances Seer —157.6 —645.0 +684 +859 
Western Germany 984.0 1597.8 —207 +694 
ОО ee —280.6 —309.4 +16 +47 
а onset —1 399.8 —2 506.3 —18 —361 
Netherlands —763.0 —1 005.2 —12 +156 
INOTWwayalee о —681.7 —748.2 +1 +50 
Sweden сое —191.5 — 187.0 +65 —43 
United Kingdom @ —1519.0 —1 641.8 —10 — 161 
Total of above . . . | —4930.4 —6 313.1 +627 +1 821 
оке Зее. = 5 109.6 5908.0) —1530 —380 


Sources : For trade balance: OECD, Statistical Bulletins — Foreign Trade, 
Series А. For reserves: IMF, International Financial Statistics, March 1964. For 
Finland, national statistics. 


@ General exports. 


each year (until 1962) by invisible earnings; but current 
balances and official reserves nevertheless changed in 
opposite directions. As a result, western Europe now 
holds almost one-half of the world’s total gold reserves 
(excluding the centrally planned economies) and a major 
part of the United States’ short-term liabilities abroad. 


The further accumulation of international reserves in 
western Europe continued to have its counterpart in 
losses of United States’ gold reserves and in an increase 
in the latter’s short-term liabilities.4°° Moreover, in the 
past two or three years a not unimportant share of the 
corresponding net inflow of capital into western Europe 
seems to have represented a shift of capital previously 
invested in third —and, in particular, in developing — 
countries.’ This volatile capital was attracted by invest- 
ment opportunities in a number of western European 
countries instead of simply seeking security in Switzer- 
land or in the United States. 

Underlying these aggregates there were, of course, con- 
siderable differences from one country to another; but 
it remains true for almost all of them that concern about 
the external position was not a constraint on economic 
expansion in 1963. In fact, only three countries registered 
losses of international reserves, as against six countries 
in 1962. 

Italy was the only country where the large increase in 
the trade deficit was accompanied by a speculative out- 
flow of short-term capital resulting in a steep drop in 
reserves (see section 5). It should be noted, however, 


169 See the Bulletin, Vol. 15, No. 1. 
170 Nevertheless, as was mentioned above, primary-producing 
countries added to their reserves in 1963. 
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that in relation to imports Italian reserves stood at a 
comfortably high level before the 1963 developments,*”* 
and would still be adequate if held at their present level. 


By contrast, the deterioration of the French position 
on current account, mainly due to an increased trade 
deficit, was more than offset by a continued inflow of 
capital, so that the reserve ratio at the end of 1963 was 
the highest of the postwar period. A large part of the 
capital inflow still originated from the overseas franc 
zone, although it was smaller than in 1962: this move- 
ment did not add to the gold and foreign exchange 
reserves, but more than counterbalanced official aid to 
the rest of the franc zone.*” 


In the United Kingdom the first three quarters of the 
year passed without any serious deterioration of the 
trade balance, and with some improvement in receipts 
from invisibles.17? In the last quarter, however, the trade 
deficit increased significantly, bringing back the total for 
the year to the 1961 level, or twice that of 1962.1"* Des- 
pite this turn for the worse at the end of the year, the 
official reserve position deteriorated only by $47 million 
between December 1962 and November 1963, and the 
additional decrease of $114 million in December 1963 
reflected in part the annual interest and amortization pay- 
ments on United States’ and Canadian loans. Without 
these payments (partly counterbalanced by west German 
advance payments on future deliveries), reserves would 
have shown a small increase. The absence of any si,nifi- 
cant deterioration in the official reserves position was due 
to the very substantial increase of the sterling area’s 
sterling holdings, which replaced in 1963 the large inflow 
in 1962 of other short-term capital (followed by a 
small outflow). This change, related to the marked im- 
provement in the balance-of-payments position of the 
overseas sterling area, made possible an important in- 
crease in British private investments abroad. 


In contrast with the British experience of starting the 
year with a relatively comfortable position and ending it 
with some concern for the future, Denmark began 1963 
with the lowest reserve ratio in western Europe (1.48 
months’ imports —i.e. only slightly above the previous 
minimum of 1956). In the course of the year, reserves — 
including the commercial banks’ foreign assets — in- 
creased by almost $250 million, or 214 times. This 
improvement was partly the result of the halving of the 
trade deficit, to which severe domestic restraint contri- 
buted, and partly of new foreign public loans amounting 
to almost $140 million.*”® 


Among the other countries which normally have a 
trade deficit, the Netherlands registered a deterioration 
in 1963 of almost $250 million — which is not much less, 


171 Between 1953 and 1962 the Italian reserve ratio increased from 
3.84 months’ imports to 7.17 (with a peak of 10.79 in 1959), as 
against 4.68 and 5.43 respectively for western Europe as a whole. 

172 Tn 1962, net official transfers to the rest of the france zone were 
less than net private transfers in the opposite direction, while the trade 
surplus disappeared for the first time. (Cf. La Zone Franc en 1962.) 

тя Cf. National Institute Economic Review, Мо. 27, February 1964, 
РЗ. 

173 Imports calculated on а f.o.b. basis. 
75 Dkonomisk Arsoversigt, March 1964, р. 73. 


in relation to total exports, than that in France. Since the 
surplus on current account declined by much less, and 
was still some $140 million, the net inflow of capital 
(contrasting with a significant outflow in normal years) 
appears to have accounted for only a small part of the 
$156 million increase in reserves in 1963. 


The Belgian-Luxembourg Economic Union also added 
significantly to its reserves, notwithstanding a large in- 
crease in the trade deficit which resulted — for the first 
time in many years — in a deficit on current account. The 
inflow of capital was mainly due to the loan operations 
of the public sector. 

As a result of the deterioration in its terms of trade, 
and a sharp increase in interest payments to other coun- 
tries, Norway’s current deficit increased by some $21 
million in 1963 (of which $9 million on goods and ser- 
vices) to reach the unprecedented level of almost $200 
million.17® Nevertheless, as the net capital inflow reached 
$240 million (as against $126 million in 1962), mainly in 
consequence of large public borrowing abroad and of 
private borrowing in connexion with imports of ships, 
reserves increased by $50 million, the first improvement 
registered since 1960. 

The west German payments position in 1963 was 
dominated by the increase of almost 75 per cent in the 
export surplus on goods (which almost reached the 1961 
peak). This was accompanied by a decrease in the deficit 
on services and a huge increase in the capital inflow, 
consisting entirely of long-term capital, which was in part 
the result of inflationary pressures in other countries — 
notably Switzerland (see section 5). The overall result 
was the addition of $640 million to the official reserves 
(after two consecutive years of decline), with only a 
relatively modest increase of some $170 million in the 
net foreign indebtedness of commercial banks. 


Switzerland, the traditional beneficiary of capital 
flights, also continued to add to its official reserves in 
1963, in spite of a further increase of the trade deficit, 
and of the deficit on current account (both increases 
being, however, less than in 1962, see section 5). How- 
ever, in the first eleven months of 1962 the inflow of 
short-term capital was largely offset by an outflow (both 
of hot money and of bank loans), and in November 
official reserves stood below the end-1962 level. The 
increase of $316 million in official reserves in December 
1963 partly consisted of the end-year repatriation of 
foreign assets by Swiss commercial banks. Austria con- 
tinued to increase its reserves in 1963 as a result of 
persistently high earnings from tourism and a capital 
inflow; no significant changes occurred in the position of 
the other smaller countries of western Europe. 


Thus, besides the marginal direct and indirect redis- 
tribution of reserves from Italy to western Germany, the 
western European payments position in 1963 was charac- 
terized by the absence of any drastic changes; and such 
strains as developed within the region were generally 
alleviated by the overall inflow of capital. In 1963, this 


“76 These figures are taken from the newly improved series of 
balance-of-payments estimates of the Central Bureau of Statistics 
and differ greatly from the figures previously published, and still 
reproduced in International Financial Statistics (IMF). ‘ 


inflow was greatly helped by the improvement of the 
position of the overseas sterling area, by political uncer- 
tainty in a number of overseas countries, and indirectly 
by an unusually large increase in Soviet and South 
African gold sales which, even though the United States’ 
capital outflow continued, reduced the drain on United 
States gold reserves. If these factors cease to Operate 
and, more particularly, if the outflow of United States’ 
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capital is eventually arrested,!”? the development ог con- 
tinuation of inflationary pressures in some western Euro- 
pean countries would be translated into genuine balance- 
of-payments difficulties. That could put monetary co- 
Operation in western Europe to a severe test. 


и In fact, the official reserves of the United States decreased 
very little already in the second half of 1963, partly as a result of the 
measures taken in July, and were virtually stable in the fourth quarter. 


5. SHORT-TERM PROSPECTS AND POLICIES 


As was mentioned in section 1, national forecasts, 
Official and unofficial, predict some quickening of the 
rate of expansion everywhere except in France in 1964, 
with the sharpest acceleration in western Germany, the 
Netherlands and the United Kingdom.?"8 Even if expan- 
sion does not accelerate, growth rates will generally be 
at about 4 or 4.5 per cent, which for some countries 
will be a moderate achievement compared with their 
earlier performance. 


On the supply side, there is at present sufficient slack 
in most economies (disregarding the special problems 
confronting France, Italy and Switzerland) as far as 
physical capacities, particularly in the investment-goods 
industries, are concerned. And, as was seen in section 2, 
labour scarcity is not such as to prevent a rather faster 
rate of growth in the short run if labour productivity 
continues to increase, although specific shortages may 
curb expansion in certain sectors. 


On the demand side, the national forecasts assume a 
swifter expansion of exports from some countries and 
the maintenance of a high rate in others together with — 
and partly deriving from buoyant export demand — а 
revival of investment demand in most of Фет. The 
increase of private consumption is expected either to 
continue at its 1963 rate or to slow down, provided the 
rise in wages and salaries can be kept in control. Private 
consumption is, however, anticipated to rise faster in 
western Germany, where smaller wage and salary in- 
creases already depressed its growth in 1963, and also 
in the Netherlands and the United Kingdom. The replen- 
ishment of stocks is forecast to provide an additional, 
though temporary, impetus to demand. 

Whether these forecasts prove accurate plainly de- 
pends on whether exports increase as much as expected. 
As was argued in section 4, the growth of intra-western 
European trade is bound to slow down, largely because 
France and Italy expect a slow-down in the rate of 
increase of their imports (even if inflation can be 
checked without severely retarding economic growth), 
but also because some other countries anticipate a slower 
import expansion. The slow-down in the growth of intra- 
western European trade is likely to be accompanied by a 
quicker rate of growth of exports to areas outside west- 
ern Europe but this will probably not suffice to offset 


178 п the United Kingdom, official policy aims at effecting a 
transition from the present 5-6 per cent to the trend rate of 4 per cent 
envisaged by the NEDC. 

179 Except in France, Italy and Norway, where a slow-down 
from high rates achieved in 1963 is expected. 


the deceleration in intra-western European trade. If the 
expansionary impulse of rising export demand turns out 
to be weaker than anticipated, the recent improvement 
in prospects for private investment may be reversed 
before any increase in actual investment expenditure 
takes place. 


In these circumstances, therefore, and given the strength 
of wage pressures in a number of countries (see section 3), 
it is obviously desirable that governments should find 
solutions other than global restraints of domestic demand; 
for this course, adopted so often in the past, might 
reduce economic expansion more than warranted by 
supply potential, thus sapping the recently restored con- 
fidence of the business sector, which is planning new 
investment outlays on the assumption of faster growth. 
Such measures would also depress the rate of growth 
of imports below the levels foreseen and thus, in turn, 
affect export prospects within western Europe. 


During the recent boom, policy measures (of either 
restraint or stimulation) were generally rather mild com- 
pared with the drastic anti-inflationary policies pursued 
by most western European industrial countries in the 
mid-fifties. Thus, the slow-down in the rate of economic 
expansion since 1960 or 1961 was caused by labour 
scarcities in some sectors and a spontaneous weakening 
of investment demand rather than by governmental inter- 
vention. There have been exceptions, of course: both 
Denmark and Finland, countries whose balances of pay- 
ments are particularly vulnerable to inflationary tenden- 
cies, began to take restrictive action in 1962 and rein- 
forced their anti-inflationary measures in 1963.18° 


Elsewhere, economic policies remained generally rather 
neutral during the greater part of 1963. The inflationary 
developments in France, Italy and Switzerland came to 
the fore in the latter part of the year, and are discussed 
in some detail below. More recently, however, also a 
resurgence of wage pressures in other countries — notably 
Belgium, the Netherlands and Sweden — has provoked 
the adoption of new restrictive measures and the debate 
has recommenced as to whether or not overall demand 
restraints are required for checking inflation and for 
averting the threat to balances of payments arising 
from it. 

Leaving aside the special, and partly structural, prob- 
lems of Italy, France and Switzerland, the present situa- 
tion is clearly different in several important respects 


180 The measures taken in Finland were described in the Bulletin, 
Vol. 15, No. 1, Part B. 
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from those of earlier years when governments felt com- 
pelled to combat inflationary pressures. In the first place, 
demand expansion in real terms slowed down in the two 
years following the peak of the boom, and while it 
generally stabilized at the previous year’s rate in 1963, or 
slightly speeded up, and is expected to accelerate some- 
what in 1964, the growth of demand is not exceeding 
what may be considered a reasonable longer-term rate. 
Secondly, labour market conditions were generally rather 
less strained than in previous years. Price increases (which 
were at any rate more moderate for manufactures than 
for other goods and services) could not be ascribed to 
wage-cost increases alone. They were often also due to 
the raising of public-sector prices and to agricultural 
policies. Capacity utilization had declined and was quite 
considerably below its previous peak level, the supply 
potential for more rapid growth in terms of technical 
capacity is therefore available, and greater capacity utili- 
zation should also yield increased gains in productivity. 
And private investment demand was generally flagging. 
It is true that the growth of personal disposable incomes 
led to high rates of expansion of private consumer 
demand, but the personal savings ratio did not change 
much. It is also true that public investment demand 
competed with the private sector for real resources, in 
particular in the building industry. Nevertheless, had it 
not been for the revival in export demand, the rate of 
growth in 1963 would have been well below the already 
reduced rate achieved in 1962, and was welcomed in 
some countries also for its beneficial balance-of-payments 
effects. 

Experience has shown, particularly in the United 
Kingdom, that overall restraint of growth, short of creat- 
ing unemployment, will not prevent rising wage claims, 
and that the increase in wage-costs and in prices may 
even be greater than under conditions of more rapid 
growth, because resources are less efficiently used. Con- 
sequently, it is difficult to see what measures of overall 
demand restraint, in particular global monetary restric- 
tions, can achieve at present. Even if the device of creat- 
ing sufficient temporary unemployment to curb wage 
demands were acceptable, it would be a short-lived solu- 
tion if renewed expansion set off a new train of wage 
demands as labour shortage was again intensified. 


Such a situation would rather call, in the short run 
(and until more fundamental long-term measures of 
support such as those discussed in the following section 
could be elaborated and put into effect), for selective 
management of demand, by which the sectors where 
demand pressures have arisen would be singled out for 
restraint, while priority activities would be unaffected or 
even stimulated. The appropriate measures would consist, 
for instance, of fiscal and other restraints on private 
consumption — notably the consumption of durables; a 
selective credit policy, with directives to credit institutions 
to accord priority in their advances to production for 
export and to productive investment, while restricting 
personal credits (although it is difficult to ensure observ- 
ance of such directives); restraints on unessential private 
building, and improved phasing of public construction 
and public investment in general (although the control 
of the central government over local authorities and 


public enterprises is often inadequate to ensure counter- 
cyclical behaviour in this sector of demand, and the 
interruption of projects, once started, may be both costly 
and wasteful). Direct action on prices, such as temporary 
price-stops, and shock-imports, although merely emer- 
gency expedients, may also help to relieve immediate 
wage pressures. 


Bank rate was raised by the three countries which have 
recently been confronted with rapid wage increases (Bel- 
gium, the Netherlands and Sweden). This raises once 
again the question of the effectiveness of interest-rate 
policy as an instrument for domestic demand manage- 
ment when international capital movements are unregu- 
lated and, in particular, excess demand pressures have 
not, for the most part, been generated from private 
investment.}*2 The ineffectiveness of interest-rate policy 
when the first of the above conditions obtains has already 
been stressed in a previous SURVEY, where it was observed 
that “an active interest policy for domestic objectives 
is liable to be rendered partly self-defeating through its 
effects on international capital movements ” *** unless 
measures are taken to neutralize the effect of higher 
interest rates on the influx of foreign capital.*** Judging 
by western Germany’s experience in 1963, the argument 
might be taken a step further, in that a “ neutral ” central 
bank policy which does not raise bank rate and/or reduce 
bank liquidity can be equally self-defeating for domestic 
purposes, while it does nothing to lessen strains in inter- 
national payments. Thus, when the Bundesbank did 
nothing to offset liquidity withdrawals by the public sector 
(because such withdrawals were considered — rightly or 
wrongly — desirable for domestic stability) the result was 
that, although the net inflow of short-term capital had 
declined in 1963,1** foreign purchases of bonds and shares 
rose abruptly, owing to the widening of interest rate 
differentials (and in part also to inflationary conditions 
abroad) so that the liquidity withdrawals of the public 
sector did not reduce bank lending.1** This increase in 
the net inflow of private foreign long-term capital con- 
tributed importantly in 1963 to the substantial addition 
(of almost DM 2.6 billion) to official foreign гезегуез.187 


As for the second condition referred to above, while 
it is true that a rise in interest rates may have little effect 
on private investment in boom conditions of high demand 
and buoyant profit expectations (except perhaps on 
investment in stocks), in the present phase the effect 
on private investment plans of a rise in bank rate (indi- 
cating that the authorities have chosen to curb aggregate 


182 Except in the Netherlands, where enterprise investment rose 
by 6.5 per cent in 1963. 


183 See the Survey for 1960, Chapter I, section 6. 
184 As France has done (see p. 62 below). 


185 Оп 9 March 1964 the Bundesbank announced measures to 
encourage the outflow of short-term capital. 


186 Bank lending increased in the first nine months of 1963 by 
3 per cent, as against a decline of some 3 per cent in the corresponding 
period of 1962 from the 1961 level. 


187 For a detailed discussion of this point see Economic Surveys 
by the OECD, Germany, January 1964, and Deutsches Institut fiir 
Wirtschaftsforschung, Vierteljahreshefte zur Wirtschaftsforschung 
Drittes Heft, Jahrgang 1963, р. 247 её seq. ; 


Chapter П — Page 61 


demand) may well be quite powerful, whereas a large 
part of investment that is undertaken or financed by the 
public sector is in any event little affected by a rise in 
interest rates or, for that matter, by restraints on liquidity. 


So far as quantitative credit restrictions are concerned, 
the Netherlands central bank decided in October 1963 
to limit bank credits to the private sector: the expansion 
of such credit was not to exceed 4 per cent of the level 
of credit granted in the first six months of the year, but the 
minimum reserve requirements were left unchanged. 
As from December all loans granted to the private 
sector for a period of two years or more, and exceeding 
FI. 100,000, have to be registered. In January, the central 
bank obliged banks which exceeded the permissible 
credit ceiling to make a non-interest-bearing deposit. 


Credit restrictions were introduced by Sweden at the 
end of February 1964. Loans from the Central Bank 
to commercial banks will henceforth be granted on 
normal conditions up to an amount equivalent to one- 
half of each bank’s own capital; for loans exceeding that 
amount a penalty interest rate of 9 per cent will be 
charged. For the moment, however, the liquidity position 
of the private banking sector is quite comfortable, but 
in a few months’ time the seasonal reduction in liquidity 
and the launching of a new government loan will probably 
result in a tightening of the credit market. In Belgium 
credit restraint is being considered, but no decision has 
yet been taken, and the authorities are relying for the 
time being on persuasion and warning that credit may be 
squeezed later. 


To restrain consumer demand, a number of countries 
—including Denmark, Finland and Norway — have 
raised indirect taxes. This measure may result in a con- 
flict between the objective of restraining private consump- 
tion and that of checking the rise in the cost of living 
and hence in wages, particularly in countries where wage 
increases are tied to the cost-of-living index. In Denmark 
the exclusion of indirect taxes from the calculation of 
the cost-of-living index means that such automatic index- 
determined wage increases are prevented and that 
demands for higher wages are postponed to the date 
when existing wage agreements expire. In Finland, on 
the other hand, the authorities introduced a new general 
turnover tax in January 1964 with a temporary rate of 
10 per cent 18° to be levied during 1964, and this will 
raise the cost-of-living index by 2.5 per cent. To facilitate 
wage negotiations, prices of some foodstuffs, textiles, 
various other consumers’ goods and building materials 
were blocked for six months at their October level. The 
draft wage agreement concluded for the period up to the 
end of 1965 provides for increases of 6 per cent in 1964 
and 3.8 per cent in 1965, as compared with an increase 
of about 8 per cent in 1963. But owing to the price rise 
resulting from the biannual adjustment of agricultural 
prices, the index clause contained in the wage agreement 
will doubtless push up wages by more than the agreed 
rate. 


188 Except for a short period in the autumn when they were 
reduced to nil in order to facilitate payments of corporate taxes 
without unduly tightening the money market. 

189 Previously the rates ranged from 0 to 25 per cent. 


Direct action on prices, partly with an eye to pros- 
pective wage settlements, has been taken also in Den- 
mark and the Netherlands. In the former country an 
earlier price stop °° was replaced in October by a general 
supervision of prices which gives more room for struc- 
tural price changes, but still allows the authorities to 
decree price stops for specific branches or commodities. 
In the latter country price control has been extended by 
stages during recent months in an attempt to counteract 
the increases likely to result from the new wage settle- 
ments for 1964, which raise wages by 10-15 per cent 
within six months, although only one-half of the wage 
increases can be passed on in price increases. 


The Dutch “ wage explosion” was kindled by strains 
on the labour market due to a further, and unexpected, 
increase in investment as private consumption and export 
demand accelerated;1* but the main cause lay in the 
reformed system of wage settlements, which much 
reduced government intervention. Besides the interest- 
rate and credit measures already referred to, a new set 
of restrictions, affecting both investment and private con- 
sumption, has been adopted early this year. Central and 
local government investments are to be postponed, and 
tax facilities for building investment and accelerated 
depreciation allowances for the entire business sector have 
been suspended. To check the rise in private consump- 
tion, larger down-payments for instalment buying are 
now required and the banks have been asked to exercise 
moderation in the grant of personal loans. In addition, 
axport-credit guarantees for transactions outside the frame- 
work of development aid will be subject to closer 
scrutiny. 


The Central Planning Bureau 13? has predicted that, 
largely as a result of these policies, economic activity 
will be damaged to such an extent as to cause a big rise 
in unemployment in 1965. While this may help to reduce 
wage pressures, a warning has been issued that a rise in 
exports need not automatically follow from the restraint 
of domestic demand, even assuming that the country’s 
competitiveness does not deteriorate. The authorities 
should, therefore, consider a reversal of their present 
policy in good time. 

In respect of the appropriate timing of measures of 
restraint (or stimulation), the British position is interest- 
ing. An upsurge of demand is expected in 1964 with the 
imminent risk of wage increases once again outstripping 
productivity gains. Moreover, renewed stock-building, as 
demand expands, will undoubtedly result in a balance- 
of-payments deficit. The National Institute of Economic 
and Social Research has therefore advocated an early 
adoption of mild measures of restraint.*** Its argument is 
that, if nothing is done soon, the emergency action that 
might be required later would again result in protracted 
stagnation. Restraint of demand to a rate of 4 per cent 
generally believed sustainable (from an annual rate of 


190 Part of the package deal of February-March 1963 which 
provided for a change of supervision of prices (see section 6). 

191 Reinforced, to some extent, by west German and Belgian 
competition for Dutch labour. 

192 Central Economic Plan, The Hague, 1964. 

193 National Institute Economic Review, February 1964. 
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5.5 per cent) is intended as an adjustment to the full 
potential productivity increase. The means suggested 
by the Institute for cutting the rate at which aggregate 
demand is rising at present by about one per cent are 
an increase in personal taxation or alternatively a reduc- 
tion in government expenditure;** private investment 
(except, perhaps, office-building) should be exempt from 
interference so as not to “shake the confidence of those 
who are beginning to plan ahead on the assumption of 
a faster long-term growth rate”. Apart from the raising 
of bank rate from 4 to 5 per cent in February, no other 
official measures have yet been announced. 


The outlook for stabilization in France in 1964 


Inflationary pressures, sectoral rather than general in 
character, mounted in France during the first eight months 
of 1963.19° While the prices of meat, services, building 
and certain manufactures increased markedly, others 
remained stable or even declined.1®* Owing to internal 
pressure in costs, and imbalances between some categories 
of demand and supply, total imports rose faster than 
exports; but net exports of several commodities none- 
theless шсгеазе4,:97 and the overall balance of payments 
still showed a considerable surplus. 


The purpose of the Stabilization Plan put into effect 
in September 1963 was to arrest the development of 
inflationary tendencies before they could spread through- 
out the economy, generating a wage-price spiral and 
general excess demand which would defy control unless 
the rate of economic growth were drastically reduced. 
The threat was believed to be real in a context of 
speculative attitudes, labour shortages and abundant 
liquidity,*®* created by the balance-of-payments surplus 
and the increasing budget deficit. In its initial stage, 
therefore, the plan consisted of a set of broad measures, 
including a direct attack on those inflationary symptoms 
most prone to influence expectations.}*° 


194 Public investment programmes (excluding dwellings) called 
for an increase of over 20 per cent from 1962/63 to 1963/64, and of 
7 per cent in 1964/65. In fact arrears from the 1963/64 programme 
will be carried over into the following year. 

195 For a fuller analysis of these inflationary tendencies and the 
French Stabilization Plan, see the Bulletin, Vol. 15, No. 1, Part B, 
sections 10 and 11. 


196 Retail prices of selected commodities and services moved as 
follows: 
(Index numbers, 


January 1963 June 1963 1962 = 100) 

August 1963 
Коазиле теае st. ny ater. 103.8 109.0 110.8 
Vegetables and fruits .... 100.0 102.0 97.3 
Wine gain Bre Sates edit asus 99.9 99.9 100.1 
Manufactured products 101.0 102.9 103.9 

of which: 

SHOES) eye в tee ces 101.0 101.5 101.7 
SOrvicest rues” Е. 104.9 108.1 111.5 
Total (259 articles) . . . 102.5 104.7 105.5 


Source : INSEE Bulletin Mensuel de Statistique, December 1963, р. 38. 


87 Motor-cars, for example (see Bulletin de la Société d’Etudes 
Economiques, Industrielles et Sociales, 10 December 1963). Net 
exports of steel tended to decline in 1963 (see section 2 (a)). 

198 Savings deposits — most of them at sight — customarily repre- 
sent a large share of French savers’ assets. 

199 Бее the Bulletin, loc. cit, and Conseil Economique et Social, 


“ Conjoncture économique au deuxiéme semestre, 1963”, Journal 
Officiel, 21 January 1964. 


Since then a series of new measures has been intro- 
duced, progressively and very pragmatically. The stabil- 
ization plan has tended to become still more selective 
in the monetary and financial fields, and a little more 
comprehensive in respect of structural reform. 


Maximum retail prices, and reductions of customs 
duties, were introduced much more widely during the 
last quarter of 1963.°°° The latter measure was ассот- 
panied by the liberalization of imports of some foodstuffs 
and by enlarged import quotas for others. In January 
1964 the prices of some non-ferrous metals and textiles 
were unblocked as part of a selective process of price 
review.2°: But the Government will not consider in- 
creased labour costs as sufficient cause for raising “ con- 
trolled prices ”. 


The Bank of France increased its discount rate from 
314 to 4 per cent in November, as a massive inflow of 
foreign capital was deemed unlikely at that time. Indeed, 
since April 1963 French banks have not been allowed 
to pay interest on non-residents’ deposits, and in August 
and September limitations were imposed on borrowing 
abroad by French residents and on purchases of French 
securities by foreigners. 


The Conseil national du Crédit decided, however, that 
the increase in the interest rates charged by commercial 
banks should be limited to 0.25 per cent. The resulting 
squeeze of bank profits was expected to make the banks 
more selective in their lending without raising excessively 
the cost of credit to producers. Two other measures also 
indicating the selectiveness of the policies of restraint 
concern export credits and the stock market.? 


In the fiscal field, besides the reduction of the budget 
deficit by means of a cut in certain current expenditure 
and an increase in the share of public investments 
financed from extra-budgetary long-term resources,*°* 
measures have been taken to distribute these investments 
more evenly both in time and regionally. Further, 
official assistance in the finance of private building now 


200 The new products covered by price control were high-quality 
meat and a number of services, while reductions of customs duties 
were extended to fresh and dried fruits, vegetables, sugar and 
coffee, fish oil, lead and zinc, chemical products and wool and 
linen fabrics. 


201 See Agence économique et financiére, 23 January 1964, 


20? There was no change in the bank rate of 3 per cent for export 
bills; the rate of interest of the Crédit national loans to consolidate 
medium-term export credits was cut so as to reduce the financial 
costs of credits over five years to 6 per cent instead of 6.4 per cent 
previously; and the Bank of France will now examine the possibility 
of mobilizing export credits up to an additional 5 per cent above 
the percentage guaranteed by La Compagnie francaise du Commerce 
extérieur. 

At the beginning of 1963 it had been officially stated that 
quotations on the stock market were too high both from a “ psycho- 
logical ” and an economic standpoint. A year later, large purchases 
of shares were made by official and private institutions on govern- 
ment advice. It was apparently felt that a continuation of the 
previous months’ decline in quotations would eventually prejudice 
in eae not only the issue of shares and bonds but also economic 
growth. 


uns A new long-term loan of 1.5 billion francs was issued in March 
1964 with the main purpose of raising investment finance; the aim 
of the loan issues of the last quarter of 1963 was principally to mop 
up liquidity. 


ne 


depends more than before on mobilizing personal sav- 
ings and is no longer granted to higher income groups. 
On the other hand, transactions in Treasury bonds have 
been made more flexible in order to reduce the cost to 
the Government of short-term borrowing and to avoid 
sharp swings in the interest rates that commercial banks 
pay for short-term money. But according to the Ministry 
of Finance, this reform does not imply any relaxation of 
fiscal and monetary discipline.2° 


In the realm of structural reform, a new public fund 
— Fonds national de Il’Emploi — Ваз been created to 
assist workers to shift from one activity to another.2° 
In addition, funds are now available for aiding workers 
to seek jobs in other regions and to help with removal 
costs. 


Finally, government officials met representatives of all 
professional groups to discuss, first, how and to what 
extent cost-pressures could check economic growth; and, 
second, means of ensuring the least favoured sectors an 
equitable share in the rise in national income. Although 
no immediate results could be expected from this Con- 
ference des Revenus, there was at least agreement about 
the existence of such problems and the need to define 
an institutional framework and guiding principles as a 
preliminary to the Fifth Plan.?°* Most participants ack- 
nowledged, for instance, that increases in income should 
not be uniform in all sectors, but should be determined 
both by changes in productivity and by social considera- 
tions. Besides, it is thought that new statistics on profits 
— although still incomplete and the results expected 
from the studies of income structure in the agricultural 
sector conducted by the Commission des Comptes de 
l’Agriculture will help to pave the way Юг an incomes 
policy. The trade unions seem, however, reluctant to 
have their hands tied in advance by global arrangements 
with the Government, and apparently believe that the 
stabilization plan pays too little attention to fiscal 
evasion. 


205 See Agence économique et financiére, Paris, 23 January 1964. 
While the ratio of compulsory subscriptions to Treasury bonds by 
commercial banks was lowered from 15 to 13 per cent, the liquidity 
coefficient remained unchanged at 36 per cent. Free subscriptions 
must henceforth be made either in auction sales or with a periodi- 
cally revised interest rate, in order to adapt their volume to Treasury 
requirements. 


206 Under different allowances and while undergoing an apprentice- 
ship or retraining, a worker will get for six months 90 per cent of 
the wages he earned previously and 75 per cent for the next six 
months. The credits available to the Fund should amount to 
МЕ 340 million in 1964 (see Agence économique et financiere, 

30 November 1963, and Le Monde, 12 November 1963). 


207 A report on the Conférence des Revenus, was submitted by the 
Commissaire général au Plan to the Prime Minister in February 
1964. See section 6 and Le Monde, 28 and 29 February and 1 March 
1964. The main proposals made by the Commissaire général au 
Plan are as follows: the improvement of statistics by means of 
better liaison between the INSEE and trade unions, and professional 
and social organizations; the integration into the Fifth Plan of an 
attempt at indicative planning in value terms; the creation of an 
organ which would supervise actual changes in income; and the 
study of the long-term implications of an incomes policy for the 
institutional structure of firms, collective agreements, and fiscal and 


price policies. 
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The first results of the French stabilization plan 


Since the launching of the plan, the rate of increase of 
retail prices has been somewhat erratic from one month 
to another and rather different in Paris from the pro- 
vinces; but it has, by and large, tended to slacken appre- 
ciably.*°* This trend is only partly connected with the 
plan and has also its origin in restriction of consumers’ 
credit adopted earlier in the year as well as in a slightly 
easier labour market and a further acceleration of the 
increase in imports in relation to exports. 


The index of wholesale prices, however, has behaved 
differently, rising rather rapidly in recent months.?° 
The main cause has been the abrupt increase in the 
prices of meat and imported raw materials. It is not 
surprising, therefore, that the maintenance of the retail 
prices of the “ ЫШескК ”” — and of certain manufactures 
with a high import-content — within the ceiling set by 
the Government had become practically impossible by 
the beginning of 1964. 


In any event, some improvement in labour market 
conditions took place during the months following the 
introduction of the stabilization plan. It is, of course, 
difficult to say whether this improvement was mainly 
of a seasonal character and how far it was due to the 
slower rise in the cost-of-living index.?°° But strikes in 
the public sector were at least less frequent or prolonged, 
and there was a slowing down in the wage increases 
granted by private firms.??° 


208 Price indices changed as follows in the period August 1963- 
January 1964: 
Decem- 


Octo- Novem- 


Septem- 
August ber ber ber ber January 

Retail prices (259 arti- 

cles — national area — 

Sf) = HOON) 4 rn oe 105.5 106.2 106.4 106.7 106.9 107.3 
Retail prices (250 arti- 

cles — for Paris urban 

area only, 1.7.56 to 

30.6.57 = 100) Pe 15057) 151.9 152.2 153.1 153.4 — 
Wholesale prices 

(1949 = 100) . 194.9 195.4 196.9 197.9 200.3 199.5 


Source : INSEE Bulletin Mensuel de Statistique, December 1963, and Bulletin 
Hebdomadaire, 1 February 1964; and Le Monde, 1 March 1964. 

209 As a result of direct official control or the reduction of customs 
duties, a large number of the goods and services entering the calcu- 
lations of the official indices are subject to government intervention. 
It has been estimated that at the beginning of November some 110 
items of the index of 250 articles were so affected, and about 90 of 
the index of 179 articles (see Le Monde, 4 November 1963). Since 
then, these proportions have grown steadily and there is little 
doubt that the Government seeks to stabilize the official cost-of- 
living indices both for psychological reasons and because the index 
of 179 articles serves as a sliding scale for periodic increases in 
minimum wages. This policy and the significance of its apparent 
results could be disputed on the ground that the “ shopping basket ” 
of the average family has been estimated to contain some 1,000 
goods and services (see Le Monde, loc. cit.), the prices of which 
have undoubtedly risen more than the official index. Nevertheless, 
socially as well as economically the items affected by official inter- 
vention deserved attention, since they represent the bulk of mass 
consumption. 


210 Hourly wage rates in the private sector increased by 114 per 
cent in the fourth quarter of 1963, as compared with 21 per cent 
in the preceding quarter (cf. Agence économique et financiére, 
23 January 1964, and Le Monde, 14 February and 13 March 1964). 
On the other hand, by mid-March 1964 strikes were threatening in 
some branches of the public sector. 
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Meanwhile, the rate of growth of industrial output, 
which had accelerated considerably in the second quarter 
of 1963, remained practically unabated. Economic 
expansion was still concentrated in consumer goods and 
building industries,?*! while many investment-goods in- 
dustries were working below capacity because of the 
continued slackening of private industrial investment. As 
in the previous months, too, official holdings of gold and 
foreign exchange increased, despite a further deteriora- 
tion of the trade balance, and at the end of 1963 were 
$859 million higher than a year earlier. 


Prospects for stability and growth in France in 1964 


The stabilization plan in its present phase does not 
seem to have any direct effect on two of the determinants 
of the development of the economy throughout 1964. 
On the demand side, building and public investment 
should normally continue to rise rapidly. On the other 
hand, total private expenditure (excluding building) will 
probably rise much less than in 1963, not only because 
of the stabilization measures but also as a result of 
other factors mentioned below. The distribution of this 
relative reduction in private expenditure between invest- 
ment and consumption will naturally have a very impor- 
tant bearing on the prospects for both economic growth 
and price stability in the coming years. Indeed, new 
investments are urgently needed to reduce labour re- 
quirements — thereby reducing cost-push pressures stem- 
ming from manpower scarcities—and to enhance the 
competitiveness of French industry and also, in some 
branches, to expand its productivity capacity. 


On the supply side, and partly as a result of reductions 
of customs duties, and liberalization measures, imports 
are bound to show a further steep шсгеазе;?:? and even 
a large trade deficit can be financed without difficulty, 
since France’s international monetary reserves are now 
—as mentioned above — at a very high level. 


A business inquiry referred to earlier*** indicates that 
the volume of investment undertaken by private industry 
(excluding building, public works and petroleum) is ex- 
pected to be smaller in 1964 than in 1963. However, a 
further decline in the resources available for self-finance 
could be avoided if the slight easing of the tensions on 
the labour market were to continue and to result in a 
slower rise of labour costs. And the prospect of keener 
foreign competition, together with the restriction of credit 
for financing current expenditure, may make employers 
less willing to grant wage increases than in the past. But 
in the immediate future it is unlikely that the Conférence 
des Revenus will succeed in imposing wage restraints. 


It is true that a large proportion of priority invest- 
ment — particularly in energy, communications and agri- 
culture — is financed either with the help of public insti- 


* Jn January 1964, however, an inquiry made by the INSEE 
observed some slackening in the expansion of the motor-car in- 
dustry. 

72 This expansion may be smaller than that of 1963, which 
consisted to some extent of exceptionally large purchases of fuels 
due to the very cold winter and a prolonged strike in coal-mining. 


213 See section 1. 


tutions or should in principle be accorded favourable 
treatment by commercial banks, especially through the 
granting of medium-term equipment credits. However, 
a squeeze of profit margins — which seems to be affect- 
ing some metal industries — and also the high current 
ratio of indebtedness may limit key investments. 


The bulk of non-priority investment is usually heavily 
dependent on self-finance,’** and access to alternative 
sources of finance may prove to be increasingly difficult 
in 1964. Apart from the fact that a decline in dividends 
would make it difficult to strengthen the stock market 
and therefore hamper share issues by private firms, the 
Government intends to mobilize a higher share of per- 
sonal savings than in 1963 both by the issue of long-term 
loans 21° and by channelling a much larger amount of 
resources from the Caisse des Dépdts et Consignations*** 
towards public investment and building. Moreover, it 
is likely that in 1964, as in 1963, an important part of 
household savings and investment banks’ resources will 
still be tied up in speculative real-estate financing, even 
though the taxation on excessive land rents, introduced 
last year, was recently supplemented by measures de- 
signed to prevent intermediaries from using official funds 
for speculative building purposes. 


Even if industrial wages rise as fast as in 1963, two 
other factors will tend to slow down the growth of private 
consumption in 1964. First, the steep increase in the 
number of consumers and in liquidity resulting from the 
massive repatriation from Algeria will not be repeated 
in 1964; secondly, consumers’ credit will be a little 
tighter than in 1963.2" On the other hand, a slower rise 
of wages in the private sector would not only weaken 
cost-push pressures and further reduce the rate of expan- 
sion of private consumption; 218 it could also make it 
politically and economically easier to hold the rise in 
wages and salaries of civil servants below the ceiling set 
by the stabilization plan. This, in turn, would facilitate 
the foreseen reduction in the budgetary impasse (deficit) 
without cutting back the public investment to be under- 
taken within the framework of the Fourth Plan. 


14 See “ Rapport du Conseil de directions du Fonds de Déve- 
loppement économique et social ”, Statistiques et Etudes financiéres, 
January 1962. In 1960, for instance, the percentage distribution by 
source of finance was as follows for manufacturing industry: 


Publichtinds’™. Че seen ee, nore 0.6 
Specialized financial institutions . , 53 
Medium-term bank credits . . 1.4 
Shares: 0508, ee ee eee ee ee 9.6 
о cee К tees 10.6 
Other, including self-financing . . . 72.3 


*15 Issues of government bonds have recently had much success 
on account of the privileges granted to lenders. This partly explains 
why certain private French firms are now issuing bonds on foreign 
markets where borrowing terms are more favourable than in France. 


216 See the Bulletin, loc. cit., and Le Monde, 19 February 1963. 


217 See Prévisions et Politique économique, op. cit., р. 104. Obviously 
the continuing effect of the first factor will be much greater than 
that of the second factor. In fact, hire-purchase restrictions on sales 
of motor-cars might conceivably be made more severe than they 
are, as total registrations of cars are reported to have increased by 
as much as 13 per cent in 1963. 


218 Nevertheless, if the slackening tempo of wage increases is 
sufficient to make possible a recovery of private investment in a 
first stage, by the same token it will lead at a later stage to an 
increase of total income and, therefore, of private consumption. 
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Turning to the remaining component of final demand 
— exports, domestic inflationary pressures did not pre- 
vent a continuing increase throughout 1963.2!° In 1964, 
if export prices are allowed to rise only a little — since 
the safety margin resulting from the 1958 devaluation is 
now exhausted — а further increase in sales abroad is 
quite probable. Excess capacity persists in some French 
industries — for example, in the investment goods and 
metal-using branches — and vigorous expansion is ex- 
pected in western Germany, the United Kingdom and 
the United States, which jointly absorbed 27 per cent of 
total French exports in 1963. It is true that exports to 
Italy and Switzerland, which accounted for 15 per cent 
of French exports last year, may slow down in 1964. 
But exports to developing countries — including those 
belonging to the Franc Zone — currently represent about 
30 per cent of total French exports, and, thanks to the 
tise in these countries’ export earnings, their imports 
from France increased by 514 per cent in 1963 and may 
continue to rise, although more slowly, in 1964. Besides, 
the French Government and private firms are at present 
endeavouring to gain access to new export markets or to 
expand existing markets, especially in the Soviet Union, 
in Mainland China and South-East Аяа.?2° 


The development of agricultural production will also 
affect export prospects and, indeed, prospects for the 
economy as a whole, because of the structure and large 
share of that sector in France (see Table 9). As a result of 
this large agricultural sector the task of reconciling 
economic growth with price stability is more complex. 
Agricultural developments are difficult to forecast and to 
control due to the very nature of the production, the high 
number of small marginal producers and the imperfec- 
tions of the commercial circuits linking final consumers 
with the farms. 


If weather conditions are normal, as they were not in 
1963, the increase in French agricultural output may well 
be resumed in 1964. To what extent this would benefit 
farm incomes and consumers partly depends on whether 
production can be better adapted to the composition of 
demand.?2? It is, at any rate, likely that the necessary (ог 
at least unavoidable) improvement of farm incomes 
will also be obtained by means of an upward adjustment 
of government-guaranteed producer prices, even if such 
an increase is limited to selected commodities. Cattle 
raisers are already urging such an increase, even though 
producers’ prices of livestock rose by 16 per cent 
between December 1962 and November 1963.?” If, how- 


219 It is true that for agricultural products this result was largely 
obtained by means of official subsidies. 

220 A five-year trade agreement is expected to be concluded 
between France and the Soviet Union in June 1964. The relatively 
favourable conditions applying to export credits (noted above), 
in spite of global monetary restraints, are another encouraging 
element, affecting export prospects. 

221 Milk, butter, wheat and certain fruits and vegetables tend to 
be in excess supply, whereas the production of meat and certain 
feed grains has recently lagged behind internal consumption, The 
progressive extension of the Common Market to agricultural 
products, however, is bound to benefit French agriculture in the 
years to come. 

222 In this connexion, it is worthwhile to point out that during the 
same period wholesale prices for livestock fodder declined by 


ever, efforts to improve the distributive network (in 
particular, by means of tax policies that stimulate ration- 
alization and modernization, and by encouraging the 
management of abattoirs by the producers themselves) 
are maintained, increases in producers’ prices need not 
be passed on to the retail market. Such an achievement 
would be of singular importance in France where 
changes in the retail prices of some basic foodstuffs (not 
least the “ bifteck’’) have а direct effect on attitudes 
towards the problem of stability, as well as on wage 
claims increases. 


In short, the increase in prices will probably be smaller 
in 1964 than in 1963, provided there are no far-reaching 
changes in present government policy or in labour 
supply, and provided that the weather is normal. On the 
worst hypothesis —i.e. if wages, some agricultural рго- 
ducers’ prices and the cost of imported raw materials all 
continue to rise strongly, if exports of producers’ goods 
do not improve substantially, and if no progress is made 
towards a gradual structural improvement of agriculture 
and domestic trade — greater stability will be ensured 
only by reinforcing, or at least maintaining, direct and 
indirect official controls on final prices and credits. Then 
the cost would be a large trade deficit, a decline of private 
investment and a marked reduction of the rate of indus- 
trial growth. If assumptions opposite to those are made, 
exports and public investment will become the propulsive 
factors of an economic expansion compatible with the 
objectives of the Fourth Plan; part of the investment ur- 
gently needed to raise industrial productivity will be 
carried out; and it will be possible to expose the French 
economy to greater foreign competition, and hence to 
restore price freedom. 


Inflation in Italy 


Since the beginning of 1962 the Italian economy has 
been under strain, with troublesome imbalances in 
demand for and supply of agricultural products, while 
labour scarcities in certain sectors have pushed up wages 
far in excess of productivity gains. By the end of 1962 
the balance of payments also began to weaken as demand 
pressure spilled over into imports, which rose steadily 
faster than exports. With rapidly rising employment and 
wages, labour incomes continued to climb early in 1963, 
in both the private and public sector. Profit margins 
were consequently squeezed,?** in branches facing keen 
competition from foreign firms at home and abroad, and 
hence the scope for self-finance was reduced. The en- 
larged spending capacity — of the lower income-groups 
in particular — exerted fresh pressure on the domestic 
supply of consumers’ goods, where the margin of idle 
capacity was dwindling. 

It was at the beginning of 1962 that the Central Bank, 
instead of adopting restrictive measures — such as limit- 
ing its lending to the Treasury, setting a ceiling to com- 


16 per cent (see INSEE Bulletin Mensuel de Statistique, December 
1963, and Bulletin Hebdomadaire, 1 February 1964). 

223 Except for sectors like the motor-car industry where gains in 
productivity were so great that, in spite of the large rise in wages, 
labour costs per unit of output decreased and prices remained 
competitive. 
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mercial banks’ indebtedness abroad, and applying selec- 
tive credit restraints — chose deliberately to encourage 
and support the existing volume of demand by pumping 
additional liquidity into the system; 224 it did so in the 
belief that there were unexploited resources, such as the 
unemployed and under-employed in the south, and 
excess capacity in certain branches of industry and 
services, sufficient to prevent excessive price increases.”*° 
Howevef, spare capacities — labour resources in particu- 
lar — turned out to be insufficient, with the result that 
the additional liquidity, instead of only increasing output 
and productivity in the short run, as expected, further 
nourished the wage-price spiral and excess demand. 


The consequences were a considerable increase in the 
outflow of capital, due to the reduced confidence of 
the private sector, increased foreign indebtedness of the 
commercial banks, and a decline in net foreign-exchange 
receipts from international tourism. In 1963, the balance 
of payments showed a deficit on current account of 
almost $900 million which, together with a deficit on 
capital account of some $350 million, raised the overall 
deficit to the unprecedented level of $1,250 million.?*° 
$480 million of this deficit was covered by an increase in 
commercial banks’ liabilities abroad, and the remaining 
$770 million were drawn from existing reserves.?*" 


The short-term measures taken by the Italian authori- 
ties at the end of September 1963 228 seem — in the light 
of recent developments — to have been insufficient to 
check the threat to monetary stability and the continued 
deterioration of the balance of payments. It is true that 
the long period of political uncertainty, which made it 
impossible for a new government formula to be devised 
until late in the year, delayed the adoption of quick 
remedies. But the fact remains that inflationary pressures 
—which had been detected at the beginning of the 
year **® have spread throughout the economy and 


224 Тре global increase in liquidity totalled 2,711 billion lire 
(or 18 per cent) between December 1961 and December 1962, made 
of an increase of 1,582 billion of money and of 1,129 billion of 
quasi-money. During 1963 the rate of growth of liquidity slackened: 
between November 1962 and November 1963 total liquidity in- 
creased by 2,274 billion (or 14 per cent), of which 1,340 billion of 
money and 934 billion of quasi-money. The decline in international 
reserves — contrasting with the increase of the previous year — 
accounts for the slower rate of growth of liquidity, while loans to 
the private sector continued at a steady rate and credits to the 
general government increased considerably more than in 1962. 
In 1963, as in previous years, there was a considerable seasonal 
increase in liquidity in December, but, in contrast with what hap- 
pened in January 1962 and 1963, the increase was almost completely 
absorbed in January 1964. 


225 At the time international reserves were also large. 


226 Tn the corresponding period of 1962 current accounts closed 
with a surplus of $397 million, while the deficit on capital account 
was only $183 million, so that the balance showed an overall 
surplus of $214 million. (See Congiuntura Economica, Anno XVIII, 
No. 187, 31 December 1963.) 


227 Net reserves (including gold, foreign exchange, IMF gold 
tranche position and other assets minus net commercial and saving 
banks liabilities) have declined from $4,025 million in December 
1962 to $2,775 million in December 1963. (Source : IMF, Inter- 
national Financial Statistics and Supplemento al Bollettino, Banca 
da’ Italia.) 

**8 For detailed comment, see the Bulletin, loc. cit. 


229 See Banca d'Italia, Assemblea Generale dei Partecipanti, 
Rome, May 1963, p. 469. 


reached a stage when they are difficult to arrest without 
energetic intervention. 

Still, the state of the Italian economy can scarcely be 
described as basically unhealthy. Gross national product 
rose in 1963 by about 5 per cent, and investments by 7.8 
per cent, in volume; and industrial production was more 
than 8 per cent higher than in 1962 so that the share of 
agriculture in national output decreased slightly (from 
16:5 to 1S. Syperscent)4%% 


The Government takes an optimistic view of prospects, 
believing that 1964 should see a restoration of confidence 
which will prepare the ground for the implementation of 
long-term planning from 1965 onwards. New measures 
were taken in January 1964 with the primary aim of 
encouraging personal saving and reducing the existing 
level of the budget deficit.2*: Within the framework of 
the forthcoming reform of joint-stock company legislation, 
some tax concessions will be granted to the holders of new 
“savings shares” in order to increase the propensity to 
save. The Government has also carefully examined the 
expenditure items of the 1963/64 budget with a view to 
designating priorities. Appeals have been made to com- 
munal and provincial administrations, as well as to other 
public bodies, to reduce their deficits, while the Cassa 
Depositi e Prestiti and various other credit institutions 
have been asked to limit their lending to such public 
bodies. New bond issues will be authorized only if suffi- 
cient savings are available, and selective controls of credit 
are to be applied by the monetary authorities.**? These 
measures may well lead to an increase in the savings ratio, 
which should help ease the existing shortage of domestic 
investment finance and moderate the present upswing of 
demand for consumers’ goods. At the same time, public 
consumption will also be held in check by limiting less 
urgent expenditures. 


It is still an open question, however, whether cost-push 
pressures can be brought under control and the future 
growth of output ensured in conditions of restored com- 
petitiveness. The pressures on the balance of payments 
may have been somewhat relieved, but there is no sign 
of a mechanism being created effectively to restrain the 
rising trend of wages. 


It is suggested in many Italian quarters that what is 
needed to check inflation is an effective incomes policy, 
but there is no agreement on what is really meant by this 
concept. The trade unions argue that labour incomes 
should continue to rise in order to sustain demand and 
improve the consumption pattern of the low-income 
groups and are opposed to linking wage awards to 
productivity increases. The Government, for its part, 
advocates a policy of holding the expansion of incomes in 
line with productivity gains, and this policy is supported 
in principle by the Confederation of Industry. Since there 
is agreement on neither the definition of an incomes policy 


230 See the first estimates of GNP for 1963 in ISCO, Congiuntura 
Italiana, Nos. 10-11, 1963, p. 11. 


231 The Council of Ministers approved on 31 January 1964 the 
“revised” budget with a deficit of 358 billion lire as against the 
deficit of 389 billion of the “ provisional” budget, but this means 
a reduction of the deficit by only 8 per cent. 


23? The criteria for selection have not yet been made known. 
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nor the principles by which productivity gains should be 
distributed, it is obvious that, despite the extensive use 
made of the concept, an incomes policy cannot be expec- 
ted to have any practical significance in the context of the 
present anti-inflationary measures. 


It has also been argued that the model of cost inflation 
set out in the Report of the Bank of Italy does not 
adequately explain the mechanism of recent inflationary 
developments and hence provides no guidance as to the 
choice of remedies.?** By means of a more appropriate 
sectoral approach, it is argued, it would be possible to 
evaluate the effect of each sector on the overall price level 
and, by consequence, to indicate the specific sectors on 
which selective restraints should be imposed and the type 
of anti-inflationary measures needed.2*° 


A number of such selective measures were adopted on 
22 February 1964, their primary purpose being to restrain 
the growth of private consumption, which had been 
largely responsible not only for the upswing of prices and 
costs but also for the unusual expansion of imports. They 
include a purchase tax on cars and motor-boats and a 
higher tax on petrol which will appreciably raise its price 
to domestic consumers.?*°* In so far as these measures 
contribute towards reducing delivery periods for Italian 
cars both at home and abroad (the lengthening of which 
was partly responsible for the rise of imports and the 
decline of exports of motor-cars already mentioned) they 
should go some way towards checking the deterioration 
of the trade balance. A proposal for tightening hire- 
purchase terms for motor-cars, television sets, record 
players and the more expensive domestic appliances by 
means of increasing down-payments and limiting the 
period of repayment by instalment to twelve months has 
not yet been approved by Parliament.?*** The resultant 
increase in tax revenue is to be used for stimulating pro- 
duction of such basic commodities as steel and cement, 
for financing state-enterprise investment to make more 
room on the capital market for the financing of private 
investment, particularly that undertaken by medium-sized 
and small firms in the less developed regions. In addition, 
“shock” imports of butter and meat, to be sold at prices 
fixed by the government, are intended to keep down the 
cost of living. 


234 М. В. Marjolin, the Vice-President of the EEC Commission, 
speaking to the European Parliament in Strasbourg on 21 January 
1964, characterized both Italian and French conditions as demand- 
inflation and warned governments about the danger of adopting 
measures suited only to checking cost-inflation. (Cf. EEC Bulletin, 
January 1964.) 

235 See Luigi Spaventa, “ Effects of inflation on the distribution 
of income in Italy, 1953-1962”, Banca Nazionale del Lavoro 
Quarterly Review, December 1963. The author maintains that the 
rise of certain incomes such as those in the building sector and in 
tertiary activities (especially in public administration) have had a 
more direct influence on increases in the price level than the rise 
of labour incomes in industry. 

2380 This measure is likely to shift domestic demand towards 


smaller cars. a 

2344 While general credit restrictions may have an indirect impact 
on hire-purchase, it is difficult to see how specific measures con- 
cerning the latter could be put into effect in the absence of institutions 
and banking instruments specialized in this kind of consumers 
credit. 


A considerable proportion of the increment of imports 
in 1963 consisted of foodstuffs,?*°* the upsurge of such 
imports being due to a combination of three factors: first, 
the very poor maize and olive crops of 1962 were reflected 
in large imports in the following year, either of these 
products or of substitutes (i.e. tropical oil-seeds and oils 
and butter); second, the late start of the 1963 grazing 
season together with other factors handicapped livestock 
production. Finally, with rapidly rising incomes, there 
has also been, as in previous years, a shift in the 
consumption pattern towards higher quality foods which, 
even in a normal agricultural year, would have made 
for higher import requirements. To the extent that the 
rise in imports was due to the latter factor, short-term 
measures can achieve little,*** and only an adaptation of 
food production to this new pattern of demand can pro- 
vide a permanent remedy. 


It seems certain that whatever benefits the reorientation 
of policy may bring, inflation will not be brought under 
control at once. However, credit facilities of $1 billion 
were granted in March 1964 by the United States 
Treasury, some banking institutions and several western 
European Central Banks, and an additional $225 million 
by the IMF. The total sum roughly corresponds to the 
decline of total Italian international reserves during 1963 
and should help to bolster the country’s international 
liquidity position during the period in which the stabiliza- 
tion measures are taking effect. The long-term prospects, 
however, may be considered promising, especially if eco- 
nomic planning, which now seems to have moved to the 
forefront of policy discussion, enters a new and more 
effective stage.**? Nonetheless, the macro-economic plan- 
ning procedures adopted in Italy may prove efficient only 
to the extent that the need for a sectoral approach is 
recognized. 


“Overheating” of the Swiss economy 


Although the increases of recent years in consumers’ 
prices are a breach in the enviable Swiss tradition of 
monetary stability, they did not exceed 4.3 per cent in 
1962 and 3.4 per cent in 1963. Since gross national 
product rose in volume by about 7 and 4% per cent 
in the same two years, respectively,?** price increases 
in Switzerland compare quite favourably with those 
occurring in many other western European countries. 


2354 Tn 1963 imports in the group “ food, beverages and tobacco ” 
increased by more than 60 per cent over'the corresponding period 
of 1962. They accounted for 35 per cent of the rise in imports 
during the same period and contributed about 50 per cent to the 
deterioration in the total trade balance. 


236 Although rationalization may, even in the short run, result 
in an increase of livestock production and other categories of 
agricultural output. 

237 At its last meeting —held at the Ministry of the Budget in 
Rome on 9 January 1964—the National Planning Committee 
agreed on a preliminary outline of a five-year plan to be started at 
the beginning of 1965. On this occasion an assurance was given 
by the Government that “during 1964 every effort will be made 
to redress the situation in order to clear the way for the plan”. 

238 The rates of increase in the volume of gross national product 
are estimated, since official statistics publish series at current 
prices only. The wholesale-price index and consumers’ price index 
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Rapid economic expansion has, however, tended to rely 
increasingly on foreign labour and, more recently, on 
foreign capital too. Between 1960 and 1962 nationals 
accounted for only a marginal share of the total increase 
in employment; and immigrants now constitute one-fourth 
of the labour force.?*® Similarly, since 1961 a gap has 
emerged between total investment and current domestic 
savings. As a result, the trend towards a balance-of-pay- 
ments surplus on current account gave place to a growing 
deficit, which was covered by capital imports. The inflow 
of foreign capital was so large that the overall balance of 
payments continued to show a surplus, and the gold and 
foreign exchange reserves of the National Bank substan- 
tially increased.?*° 


Origin and pattern of the current Swiss prosperity and 
tensions 


Certain characteristics of the labour and financial 
markets undoubtedly contributed to the economic boom 
and, through it, to the current pressure on price stability. 
The easy supply of foreign manpower from countries 
where under-employment was high kept average real 


have been used as deflators. For the years 1960 to 1963 the per- 
centage variations for the three series were as follows: 


1960 1961 1962 1963 

Gross national product at 
current prices . 47.9 4+12.9 411.6 47.9 
Wholesale price index. . +0.7 +0.1 +3.4 43.9 
Consumers’ price index . +1.7 +18 +43 +3.4 


Source : Département Fédéral de 1’Economie Publique, 
La Vie Economique, December 1963 and February 1964. 

The lack of other basic statistics such as an index of industrial 
production, data on orders, stocks, profits, investments and invest- 
ment projects other than building (see Friedrich A. Lutz: “ Das 
Konjonkturpolitische Instrumentarium der Schweiz”, Schweizerische 
Zeitschrift fiir Volkswirtschaft und Statistik, No. 3, September 1963), 
renders it difficult to assess all elements of Switzerland’s economic 
situation. Moreover, for some products discount margins below 
the listed prices, which are those taken into account in the calcu- 
lation of official indices, apparently have been cut substantially 
in recent years, so that the actual rise in prices may have been 
somewhat higher than that shown above, and the increase in the 
volume of output a little smaller. 


239 See section 2 (с) above. The proportion is 28 per cent if the 
number of foreigners who have obtained the right of establishment 
after ten years of residence are added to those with temporary 
residence permits and subject to police controls. For factories only, 
moreover, the share of foreign workers in the total labour force 
is as high as 36 per cent. (See La Vie Economique, December 1963.) 


210 Official statistics of the trade balance and the balance on 
current account, and estimates for the net flow of capital and the 
overall balance of payments, are as follows (in millions of Swiss 
francs): 


1958 1959 1960 1961 1962 1963 

Trade balance — 686 —994 —1517 —2822 — 3406 —3548 
Balance on cur- 

rent account . 44-960 +758 +409 —914 — 1463 —1700 
Overall balance 

of раутеп!з @. +1291 +76 +1131 +1845 +4915 48760 
Net flow of capi- 

а cues уе 331 — 682 +722 +2759 +1954 +257 6 


Source: IMF, International Financial Statistics and Balance of Payments 
Yearbook; and Neue Ziircher Zeitung, 14 January 1964. 


a Estimates based on the changes in the net assets of the Central Financial Institu- 
tions. 

> Changes in National Bank’s gross monetary reserves. 

с Residual figures, In 1963, however, the annual increase in the reserves of the 
National Bank concentrated almost exclusively in December (see section 4, 
“ The balance of payments and reserves positions ”). 


wages at an artificially low level, and thus raised the 
marginal productivity of capital. This further stimulated 
investment while the inflow of foreign capital prevented 
interest rates from rising. Moreover, the abundant supply 
of foreign labour has made economic expansion possible 
without accompanying pressures on wage costs (even 
though average labour productivity did not rise markedly) 
and has also resulted in a rise in consumer demand less 
than an equivalent increase in employment of nationals 
would have produced, since the foreign workers have 
transferred a large part of their earnings to their home 
countries.?** 


Although part of the foreign capital came into the 
country in the hope of benefiting from the high returns 
obtainable from speculation in real estate, most of it 
originated in fortuitous external circumstances and was 
not attracted by the current real prospects of the Swiss 
economy. Thus, in 1960, 1961 and 1962 respectively, the 
political crises in the Congo (Leopoldville), Berlin and the 
Caribbean were responsible for flights of capital to 
Switzerland. Consequently, a relative slackening in the 
amount of capital imports during the first half of 1963 
provoked a rise in interest rates, suggesting that invest- 
ment demand within Switzerland was following its own 
course and remained strong. 


The first stage of current developments in Switzerland 
can be traced back to the export boom of 1960 when 
economic conditions throughout western Europe were 
buoyant. Subsequently, total investment also increased 
and was accompanied by a further rise of consumers’ 
income, so that domestic demand became the mainstay 
of economic expansion.?** In turn, the high level of 
investment reflected a particularly rapid increase in 
construction.?48 


Although the construction boom was to some extent 
nourished by speculation, it was basically a response to 
certain genuine requirements. The road network, quanti- 
tatively and qualitatively, had tended to lag behind the swift 
rise in the number of motor-vehicles and a large share of 
public investment went on the construction and improve- 
ment of roads. The expansion of industrial output called for 
new and enlarged plants. An increase in the already high 
level of per capita income resulted in insistent demand for 
better housing, hospitals, schools, recreation halls, admi- 
nistrative buildings, etc. Finally, more hotels and lodgings 


241 Millions of Swiss francs 
1960 1961 1962 
Total wage bill of foreign 
WOrkKers' a. ОО а В 2000 3 000 4 000 
of which: 
Transferred abroad . . 700 1000 1250 


Source: Balance Suisse des Revenus (1960, 1961, 
1962), supplement to the July issue of La Vie Econo- 
mique in 1961, 1962 and 1963. 


242 See Message du Conseil Fédéral a I’ Assemblée Fédérale, Berne, 
24 January 1964. 


243 The gross investment ratio was as follows (percentage): 
1960 1961 1962 1963 
25.4 29.5 29.7 28.5 * 


(see La Vie Economique, December 1963 and February 1964), and 
total expenditures for construction at current prices rose from 
SF 4,266 millions in 1958 to SF 8,515 millions in 1962. (See Message 
du Conseil Fédéral a Г Assemblée Fédérale, op. cit., р. 184.) 


a НИИ 


were required to satisfy the needs of an expanding tourist 
trade and the massive recruitment of foreign workers.?*4 


On account of the cumulative, yet simultaneous, effect 
of these factors, however, demand for construction has 
tended to exceed the capacity of the building indus. 
try; and it has become increasingly difficult to recruit more 
manpower in this sector.?4* Delays in completions have 
lengthened, and excess demand has given a fresh impetus 
to speculation and excessive profits resulting from market 
imperfections. The increase in building costs24® has been 
reflected in higher rents, although the latter have also 
resulted from a relaxation of official controls and from 
an improvement in average housing standards. 


The market for food is another sector where price 
pressures have been stronger than in the rest of the 
economy. In 1962, the strains arose mainly from the poor 
harvest of 1961,?47 particularly since the very high degree 
of protection granted to agricultural products that bulk 
large in domestic output insulates prices from foreign 
competition.*** In 1963, however, the prices of many 
agricultural products imported in large quantities (live- 
stock, sugar, cocoa, coffee, etc.) rose, thus pushing up 
the average cost of food. 


The rise in the prices of most manufactures, on the 
other hand, was relatively slow. Customs tariffs for 
manufactures are low, and foreign competition here is 
greater than in the building and services sectors and for 
certain agricultural products. Moreover, wage rates in 
industry apparently did not increase more than produc- 
tivity until mid-1962.?*° Since then, costs and prices have 
been under pressure from wage increases, higher prices 
of imported raw materials, and from the effects of mono- 
polistic practices tending to restrict competition and to 
maintain high profit margins.”*° It may be added that the 


244 The following figures indicate the growth of tourism (millions): 


1960 1961 1962 1963 
Total number of nights spent in hotels, 
28.2 30.4 31.6 31.0 


pensions, rest homes, etc. 
Gross foreign-exchange receipts from inter- millions of Swiss francs 
Mational tourism) ро hs oe! @ 1 580 1 820 2 035 
Foreign workers, however, were lodged to some extent in sub- 
standard conditions, or collective barracks. 


245 Tt is reported that in 1963 building contractors in Geneva were 
allocated no more than 60 per cent of the total foreign manpower 
they asked for, and they actually took on only 85-90 per cent of 
the number they were authorized to recruit. 

246 Tn October 1963 Ziirich building costs exceeded the level of a 
year earlier by 9 per cent. 

247 See Economic Surveys by the OECD; Switzerland, Paris, 
February 1964, p. 11. 

248 This protection consists mainly of customs tariffs and other 
restrictions on imports (see the Survey for 1960, Chapter Ш, 
p. 24). 

249 Wage rates in industry (including building) rose by 4.6 per 
cent, а cent and more than 6 per cent in 1961, 1962 and 1963 
respectively (see Bulletin Mensuel de la Banque Nationale Suisse, 
February 1964) compared with increases in the volume of national 
product of some 11, 7 and 4 per cent, see footnote 238 above. On 
the other hand, employment is estimated to have increased by 
approximately 414 per cent in both 1961 and 1962, and certainly 
less in 1963. 

250 For the limitations on free competition and the great importance 
of cartel practices in the Swiss economy, see “ Message du Conseil 
Fédéral a l’Assemblée Fédérale a Гарри! d’un projet de loi sur les 
cartels et les organisations analogues ”, Feuille Fédérale, 5 October 
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export prices of investment goods, which currently ac- 
count for about one-third of Swiss exports, rose by 6 per 
cent both in 1962 and in 1963; this has probably meant 
some weakening in Swiss competitiveness vis-a-vis west- 
ern Germany and the United States. 


Official counteraction in Switzerland 


As a matter of principle, and also for reasons arising 
from the federal structure of the state, the Swiss authori- 
ties have traditionally been reluctant to intervene in the 
free play of economic forces. Until the end of 1962, for 
example, government policy was virtually limited to 
attempting to hold back the increase of liquidity,?*! and to 
recommending voluntary restraint. The large import of 
foreign manpower, however, has not only favourable 
immediate economic effects. It.also involves some risks 
of the economy becoming excessively dependent on an 
uncertain labour supply as well as having disturbing social 
and political implications; and such considerations pro- 
vided grounds for the Federal Government’s decision to 
limit immigration at the beginning of 1963.75? The 
announcement of the restrictions was linked with state- 
ments of the authorities’ intention to limit the inflationary 
boom. 


In the early months of 1963, however, the severe winter 
and a slackening inflow of foreign capital helped to bring 
down the temperature of the “over-heating” Swiss eco- 
nomy slightly. But in the second half of the year, export 
demand and building activity revived and there was 
another increase in capital imports, largely originating 
this time in the United States and Italy. While employ- 
ment of immigrants declined in agriculture and hotel 
services, there was — surprisingly — an increase in the 
percentage of foreign workers in the total of wage- and 
salary-earners in the industrial sector, to which the 
restrictions had been mainly directed.?** 


1961, p. 552 et seq. Actually, a federal law declaring illicit a number 
of cartel practices was adopted on 20 December 1962, but has been 
in force only since February 1964; one of its provisions states that 
certain restrictions on free competition are permitted when justified 
by “ legitirnate interests ”. For more details, see the text of this law 
in Feuille Fédérale, 10 January 1963, p. 1 et seq. 

251 Two “gentlemen’s agreements” concluded between the 
National Bank and Commercial Banks provided, among other 
things, for the maintenance of credit expansion within certain 
limits and the suspension of interest payments on non-resident 
deposits. Moreover, special issues of Confederation bonds (re- 
scriptions) were sold to commercial banks in order to sterilize part 
of their liquidity and, also, federal expenditures did not increase 
as much as receipts, so that a permanent surplus was recorded in the 
budget of the Confederation. 

252 Already in 1931 and 1948 federal laws had established a number 
of conditions for the granting of a residence permit and of the right 
of establishment to foreigners in general. From March 1963 onwards, 
in principle, new recruitment of foreign workers was allowed only 
in cases where the number of total employees (nationals and 
foreigners, including the newly recruited) was no more than 2 per 
cent above the number employed in December 1962, or over the 
seasonal peak in the same year. These restrictions did not apply to 
agriculture, domestic services, hospitals and main public enter- 
prises. 

253 The percentage of foreign workers in factories rose from 34 per 
cent in 1962 to 36 per cent in 1963, because Swiss workers have left 
their jobs and additional immigrants have been recruited (see 
section 2 (c)). 
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In February 1964 the Federal Government decided 
considerably to reinforce its action to secure priority 
objectives such as monetary stability and the preservation 
of foreign confidence in the Swiss franc. Such action 1$ 
apparently not authorized by the Constitution and must be 
approved not only by the Federal Assembly but also by 
popular referendum within one year.*** Building projects 
will now be subject to a system of official permits. Certain 
projects — including low-rent housing, which benefits 
from government assistance, hospitals and farm buildings 
—do not require official authorization, whereas the 
building of recreation halls, sports facilities, holiday resi- 
dences, administrative buildings and luxury housing is 
banned for one year.*°*> The Federal Government has also 
been empowered to stipulate both the nature of the credit 
restrictions, previously suggested on a voluntary basis, and 
the provisions covered by “gentlemen’s agreements” with 
private banks. Consequently commercial credits and mort- 
gage loans are expected to be restricted more effectively 
than before, and the effect of “hot money” on the Swiss 
capital market and distribution of investment to be more 
effectively limited.?°° Moreover, the current policy of the 
authorities seems to be to allow interest rates to rise so 
as to reduce the propensity to invest.?°” 


The Federal Government has concurrently adopted new 
and stricter regulations concerning employment and immi- 
gration. While the measures of March 1963 did not 
prevent an increase in the number of foreign workers, 
though at a slower pace than before, the aim is now to 
prevent any increase at all. To this end, the total number 
of employees (nationals and foreigners) in each firm will 
not be allowed to exceed the level attained on 1 March 
1964, or the seasonal peak of 1963. Moreover, authority 
to recruit foreign workers will be granted only if the 
total number of employees declines to a level more than 3 
per cent below that recorded at the reference date (1 
March 1964). As previously, the restrictions do not apply 
to agriculture and domestic, hospital and other social 
services, but they have now been extended to public 
enterprises such as the national railways and postal and 
telecommunication services. 


254 Although it has been maintained that the lack of many basic 
statistical data in Switzerland renders it difficult for the Government 
to intervene in the economic field, improvement in statistics, while 
certainly desirable, is not the only prerequisite for wider government 
intervention. 


255 For more details see Feuille Fédérale, op. cit., рр. 227-231. 


256 Tn order to be able to implement all these new regulations, the 
authorities are explicitly empowered to request information from 
appropriate sources and to review the accounts of the banks and 
other financial institutions. In case of non-observance of these 
obligations the authorities will have the right to impose penalties. 
The principle of bank secrecy, however, will be respected as far as 
individual accounts are concerned. 


25 Ап amendment approved Бу the Conseil National would have 
explicitly empowered the Conseil Fédéral to hold interest rates on 
mortgage loans for agriculture and housebuilding at a low level. 
This amendment which, if adopted, would have emasculated the 
government programme, was rejected by the Conseil des Etats 
and also by the Conseil National on further examination. On the 
other hand, the authorities have reaffirmed their intention of pre- 
venting payment of interests on bank deposits owned by foreigners. 
On the interest rate problem, see Neue Ziircher Zeitung, 1 March 


1964, for an analysis recently made by the President of the Swiss 
National Bank. 


Prospects and structural problems 


The first group of new measures may help to alleviate 
strains on the building markets and to slow down invest- 
ment in speculative ventures; and the new restrictions on 
recruitment of foreign labour may restrain that investment 
demand, and the indiscriminate enlargement of productive 
capacity, which is based on the assumption of an unlimited 
foreign-labour reserve. The conditions directly governing 
private consumption demand in the short run — such as, 
for example, those concerning hire purchase — remain 
however unchanged. Since export demand will probably 
remain strong, an appreciable, although slower, growth 
in the economy in 1964 is to be expected. Nevertheless, 
a possible tightening of the labour supply may result in 
wage increases in industry exceeding those of productivity, 
and hence in continued pressure on industrial prices. An 
offsetting factor would be effective implementation of the 
law against cartel practices. 


In a longer perspective, however, the Swiss economy 
faces three other basic problems. First, a high proportion 
of exports — 44 per cent in 1963 — will run up against 
increasing tariff discrimination in the EEC countries, a 
fact which increases the need for competitive prices in 
general, and productivity consciousness in the chemicals, 
electrical and mechanical industries, in particular. Second, 
the domestic savings ratio should tend to rise *°* and/or the 
growth of total investment to decline if the present con- 
siderable trade deficit is to be eliminated or at least 
reduced. True, Switzerland is a traditional refuge for 
capital in search of security rather than high returns, and 
the sources and motives of such inflows are potentially 
quite numerous, so that a continuing accrual of foreign 
capital would seem probable. However, current govern- 
ment policy aims at sterilizing or discouraging the unstable 
elements of the inflow, and the present experience shows 
that western Germany now competes to some extent with 
Switzerland as a refuge for long-term capital. In recent 
years, moreover, part of the inflow has consisted of a 
once-for-all repatriation of Swiss capital. 


Finally, the economic problems posed by the desire — 
partly on other grounds — to restrain the inflow of foreign 
manpower are considerable.**® First, the shift of foreign 
workers from low-paid, unqualified or unpleasant jobs to 
skilled ones started some time ago, just as the drift of 
Swiss workers away from such jobs was virtually over. 
The shift is now taking place on a large scale and “the 
function of immigration has altered. Instead of... 
serving merely to fill the gaps in the labour supply caused 
by too low a relative wage level in part of the economy, 
it henceforth seems to swell the labour supply in both 
parts... ”.?°° Thus, the lower rate of immigration (result- 
ing from both restrictions and short supply) will render 
inevitable an adjustment of relative wages in favour of 


> То this end restrictions оп hire-purchase — the amount of 
which is very important — might well be considered. 


*59 See in particular the comprehensive analysis of these problems 
in Lutz, “ Foreign Workers and Domestic Wage Levels, with an 
Illustration from the Swiss Case”, Banca Nazionale del Lavoro 
Quarterly Review, March 1963. 


ВОИ, порче ЦО. 


less skilled jobs — particularly in bottleneck trades such 
as building and services — ап@ will increase the proba- 
bility of a more general wage inflation. 


An Increase in activity rates (especially by creating 
part-time jobs for women) and a reduction of military 
service could help to alleviate scarcities of labour in 
some trades. Moreover, Swiss industry will have to base 
its growth more on a faster rate of productivity increases 
by becoming more rationally organized in certain 
branches and more capital intensive,?*: whereas goods 


281 Greater mobility of foreign labour than has hitherto been 
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with a high labour content could be imported in growing 
quantities. But equally important is the problem of 
assimilating at least part of the foreign workers, so that 
they are less liable to return to their own countries; 
otherwise labour shortages will occur in construction and 
services. Apart from social difficulties, this process of 
assimilation would require the bringing in of foreign 
workers’ families and would therefore involve new claims 
on resources for housing, schooling, hospitals, etc. con- 
nected with a large increase in the non-active population. 


authorized might improve overall productivity, but would at the 
same time threaten a massive increase in wages in certain branches. 


6. CONDITIONS FOR SUSTAINED GROWTH 


As has been shown in the study of “Some factors in 
economic growth in Europe during the 1950s” cited 
earlier, the conditions of growth in western Europe 
and hence the prospects for future expansion have 
changed radically in recent years. These changes have 
already been reflected in the convergence of growth 
rates discussed in section 1. They consist in the disappear- 
ance of the exceptional and non-recurrent factors under- 
lying the outstandingly high rates of growth and of 
returns to inputs in Austria, western Germany and 
Italy,?°* and in the slower growth of the labour force in 
a number of countries and the virtual absorption of the 
unemployed. One of the major conditions for rapid 
growth in the sixties will be the efficient use of labour 
resources. It can be achieved, first, by replacing the 
natural flexibility of labour supply brought by large 
entries to the labour force by deliberate measures to 
adapt the supply to the pattern of demand for labour; 
and, secondly, by more rationalization investment which 
substitutes capital for labour inputs and accelerates 
technical progress and innovation. Fast productivity 
growth with an almost stationary labour force was 
achieved in France during the fifties by means of a delibe- 
rate productivity drive and selective investment planning. 
Western Germany’s adaptation to radically changed 
labour supply conditions by means of energetic rationali- 
zation is another example of the feasibility of such adjust- 
ment to changed conditions. 


As for the volume of capital inputs, factors affecting 
investment demand have been found to be more important 
than supply limitations (other than deliberate policy 
restrictions) in determining the rate of fixed capital for- 
mation; strong overall demand tends both to encourage 
fixed capital formation and to induce more efficient use 
of capacity and thus higher returns to investment (in 
terms of economic growth) also. For both these reasons 
it is important that demand should be maintained at a 
pitch high enough to create a favourable investment 
“climate” and to avoid under-utilization of available 
capital resources. 


262 Cf. the Survey for 1961, Part 2. 

263 Such as “catching up” with technical progress, the increase 
in capacity utilization over the period, and the exceptional economic 
_ and political climate of the early postwar years. 


In conditions of overall strong demand the main threat 
to sustained growth becomes inflationary developments 
originating in pressures on costs; and the analysis of wage 
and price developments in section 3 suggests that such 
pressures may be an immediate danger in several coun- 
tries. While labour is in chronically short supply in the 
industrial countries of western Europe, pressures for 
higher wages are bound to persist. Measures which 
raise the elasticity of labour supply, particularly to 
the sectors where the strains are greatest, and which seek 
to limit increases in wage-costs and other upward pres- 
sures on prices then become an essential adjunct to any 
“full-employment”, or “growth” policy — particularly 
in the present conditions of international economic inter- 
dependence. 


In the following paragraphs attention has therefore 
been focused on the elaboration and implementation of 
a national incomes policy. Secondly, a labour-market 
policy can help to solve the related problems of manpower 
shortages in certain sectors, activities or regions and the 
resultant wage pressures which subsequently spread to the 
rest of the economy. Such a policy can be considered as 
a supplement to, and reinforcement of, an incomes policy. 
Thirdly, it is in building and construction, a sector where 
demand has been persistently strong, but where produc- 
tivity increases have been relatively slow, that labour 
shortages have been most acute. Since this is an “un- 
exposed” sector, wage concessions are granted more 
readily, and may set off a wage-wage spiral. A policy both 
for raising the output potential of the building industry 
and for better regulating building activity is therefore 
advocated below. Finally, all these policies for facilitating 
sustained growth have a greater chance of adoption and 
success if pursued within a system of overall economic 
forecasting or planning such as most western European 
governments are now applying or attempting to develop. 


National incomes policies 


Though it is now the subject of much discussion, no 
western European country can yet be considered as 
applying an incomes policy on a permanent basis. Indeed, 
in several countries — western Germany, Switzerland and 
Italy (and the United States) for example — there is still 
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no early prospect of such a policy even being formulated. 
In another country, the Netherlands, the recent relaxation 
of the Government’s influence on wage determination may 
even mark a retreat from such a policy. Nevertheless, in 
virtually all western European countries (and, also, in the 
United States) considerable attention has been paid in the 
last two years to the function and practicability of an 
incomes policy. The reasons are threefold. First, as 
indicated above, most western European countries now 
face the dilemma of how to achieve a reasonably high rate 
of economic growth while avoiding an inflationary wage- 
price spiral at a time when labour reserves have, in 
general, sunk to unprecedently low levels. Secondly, the 
growing acceptance of some degree of economic planning 
in market economies has in some countries now reached 
the point at which it is thought that, in addition to other 
economic variables, the “sharing” of the national product 
available for consumption also requires some more delib- 
erate regulation than in the past.*** Thirdly, this same 
acceptance of the need for planning to ensure growth is 
increasingly including acceptance of the idea of a planned 
pattern of expansion rather than a striving for “full 
employment” in general. These three considerations are 
not, however, independent. In particular, the planning of 
the broad income and output streams of the economy and 
of the shares of the various industries in the labour force, 
would require, and at the same time promote, the avoid- 
ance of competitive bidding up of wages and thereby 
also assist in bringing an important element of the infla- 
tionary process under control. Assurance of reasonable 
equity in personal income distribution is likely to be an 
essential pre-requisite for effective action to restrain the 
overall rise of wage-costs. 


In western Europe today there is almost complete 
agreement on the need for an incomes policy to be 
“comprehensive”, and not to apply only to wages and 
salaries. In part, this view is related to a desire for equity, 
as indicated above; but it also derives from a realization 
that inflationary pressures can stem from autonomous 
increases in non-wage incomes such as a disproportionate 
rise in profit margins or in farmers’ incomes. However, it 
is mainly attributable to an acceptance of the fact that 
restraint of wage and salary increases is unlikely to be 
achieved unless labour is assured that the task of avoiding 
inflation is being shared with other recipients of income. 
In this connexion, any past failures of western European 
wages policies have little relevance to the likely fate of an 
incomes policy in so far as they collapsed because labour 
ultimately refused to accept wage restraint unless other 
incomes were regulated; but to the extent that their 
failure was attributable to difficulties in the actual appli- 


264 And “in France the specific problem for the future is seen as 
not merely the prevention of a wage/price spiral, but of ensuring 
a more equitable distribution of the fruits of economic expansion . . .” 
(See Economic Survey of Europe in 1962, Part 2, “ Economic Planning 
Techniques in European Countries ”, Chapter IV, to be published 
later in 1964.) In this connexion, it is perhaps significant that 
the Conférence des Revenus, embracing employer, trade union 
and sectoral representatives. convened by the French Govern- 
ment in the autumn of 1963, placed particular stress on the 
need for the Fifth Plan to provide a more equitable share of 


the national income for the least favoured sections of the French 
population. 


cation of the policy, this experience may well be melevane 
to the problem of implementing an incomes policy. 


There is a remarkable consensus of opinion on the basic 
features of a national incomes policy. In broad terms, It 
is generally felt that changes in average wages should 
follow changes in national labour productivity **° and that 
the general price level should be held constant or, at least, 
should not be pushed up by domestic inflationary ten- 
dencies. This means that the most important constituent 
of non-labour incomes — profits — has to be controlled 
by, on the one hand, regulation of labour costs and, on 
the other, influence over selling prices (by methods 
discussed below). Thus, in effect, unit labour costs and 
(assuming a closed economy) prices are both, on average, 
held constant, implying constant profit margins and 
unchanged “shares” of profits and wages in national 
income.?°*@ At the same time, the major goal of the policy, 
price stability, is achieved very directly, since the method 
involves an immediate manipulation of, and effect on, 
prices. In practice, since it would be virtually impossible 
to “influence” all prices of goods and services in the 
economy, such measures would probably have little effect 
on certain income streams, in particular incomes of the 
self-employed in services.?*7 On the other hand, incomes 
from rents and, to a lesser extent, agricultural monetary 
incomes, which might not fit conveniently into such a 
scheme, have been traditionally subject to more direct 
government control. In any case, the type of policy out- 
lined above would impinge directly on the income stream 
with which labour is most anxious to share the burden 
of restraint, namely corporate profits.*%* 


In short, almost without exception, a “prices” policy 
forms a cornerstone of the national incomes policies which 
are now being examined in western Europe. In this 


265 For example, it is pointed out below that the difficulties 
connected with differential changes in wages mainly explain the 
collapse of the Dutch wages policy. Such difficulties will need to be 
faced — and perhaps on a wider scale— during the implementation 
of any incomes policy. 


266 A typical statement of this principle, referring to attitudes in 
the United States, is that “the general guide for non-inflationary 
wage behaviour is that the rate of increase in wage rates... in 
each industry be equal to the trend rate of overall productivity 
increase”. (OECD, Policies for Price Stability, Paris 1962, р. 28.) 


26а Constancy (in absolute terms) of average gross profit margins 
implies that gross returns to capital match changes in capital 
productivity — just as constant unit labour costs result from a 
parallel movement in labour productivity and wage rates. It should 
be noted, however, that net returns to capital сай move very differ- 
ently from, and even in an opposite direction to, gross returns 
(see, for example, Е. Nevin, “ The Cost Structure of British Manu- 
facturing ”, The Economic Journal, December 1963, Table I, р. 646). 


267 The difficulties involved in the inclusion of such incomes in a 
national policy will be particularly pronounced in France, where 
they are of considerable importance, and where the Conférence des 
Revenus has drawn attention to the inadequacy of existing statistics 
for this sector of the economy. 


268 It is difficult to estimate what the impact of national incomes 
policies might be on the level of investment since it is, as yet, im- 
possible to foresee the manner in which they might be implemented. 
To the extent that they are successful in achieving growth without 
inflation, there is every reason to expect a stimulus to investment. 
If, however, industrialists are coerced into the acceptance of a 
measure — for example, rigid and widespread price control — of 


which they disapprove, investment may suffer in the short run (see 
also below). 
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connexion, it is important to make a clear distinction be- 
tween the aims and form of the type of price policy now 
envisaged within the context of a national incomes policy 
and an older type which, in many western European 
countries, has been employed at various times in the 
postwar period as an adjunct to a wages policy. Hitherto, 
Price policies have aimed essentially at holding down the 
cost of living in order to moderate demands for wage 
increases. For example, in the Netherlands, after the war, 
“while it was desired to keep money wages as low as 
possible, the safeguarding of a reasonable standard of 
living required that the wage level be at least raised in 
step with the cost of living, and direct price control was 
used as a support to the wages ро|су”.2°° In its new role, 
price policy is conceived as a method of regulating the 
size of profits, given certain developments in labour and 
other costs and must thus attempt to influence most prices 
rather than simply the cost-of-living index. Moreover, 
price policy in this new form must, ideally, provide for 
flexibility in price changes, allowing increases in some 
sectors and ensuring reductions in others, whereas stability 
of the index number has been the basic aim of past 
policies influencing the cost of living. 


An incomes policy intended to achieve cost and price 
stability has to be applied at the “factor income” stage; 
but also to be supplemented and supported by a fiscal 
policy designed to bring about as far as possible a socially 
acceptable distribution of “disposable income”. The ex- 
pectation that discrepancies between the “planned” and 
the actual distribution of factor incomes will be adjusted 
at the disposable income stage will in itself tend to 
exercise a restraining influence on workers, self-employed 
and entrepreneurs.?"° Appropriate manipulation of a 
profits tax will also be required since an incomes policy 
operates primarily on essentially gross profits and the 
growth of net profits might require further restraint. It 
should be noted, however, that the fiscal policy would 
also have to be guided by considerations other than those 
relating to an equitable distribution of current income; 
thus, a conflict may arise, during the implementation of 
fiscal policy, between its role in allocating resources and 
its function in the framework of an incomes policy. 


The task of implementing an incomes policy is es- 
pecially formidable in countries that are heavily dependent 
on foreign trade.?7: In branches producing mainly for 
export, the share of profits in value added may be largely 
determined by changes in prices which are not subject to 
government influence. Fiscal policies can, in principle, be 
used to reduce or eliminate the effect of such changes on 
retained profits, but — assuming that export subsidies are 
ruled out — fiscal measures would be more effective in 
dealing with price increases than in offsetting the effects 
of price declines. Moreover, changes in import prices 


269 See the SuRvEY for 1962, Part 2, Chapter IV. ; 

270 In the context of such a policy, the problem of fiscal evasion 
will become still more important than at present, as the trade union 
representatives to the French Conférence des Revenus were quick 
to point out. 

271 The discussion assumes implicitly that foreign-exchange rates 
are kept unchanged. However, the objective of maintaining constant 
exchange rates may often conflict with that of achieving domestic 
price stability. 


influence domestic prices of comparable finished goods, 
as well as the cost of raw materials and other inputs used 
in domestic production. Finally, it should be noted that 
relative changes in export and import prices have a bear- 
ing on changes in real national income per worker in any 
given country. An improvement in terms of trade means 
an additional increase in productivity in this sense, and a 
deterioration the opposite. 


In view of the complications arising from international 
interdependence, it can be said that national incomes poli- 
cies will be more successful in achieving price stability 
the larger the number of countries that adopt them. There- 
fore, large intra-western European trade flows constitute 
an argument for the adoption of similar incomes policies 
by western European countries. 


Considering the difficulties of implementing an incomes 
policy, it is hardly surprising that divergent views abound 
on how to do so, in contrast with the wide measure of 
agreement on the basic features of such a policy. In 
Norway, France and Belgium,” for example, the authori- 
ties try to inform the public of the relevant facts about the 
economic situation—such as the rise anticipated in 
national product during the coming year, and the scope 
for income increases — and hope that collective bargain- 
ing and the price policy of individual enterprises will yield 
the required results in terms of price stability. A second, 
somewhat tougher, approach is to establish machinery 
which would “review” price and/or wage changes and 
draw public attention more effectively to those increases 
which are considered unjustified.2"* In the United King- 
dom, for example, there is a growing belief that, in 
addition to the force of public opinion, one way of curbing 
prices would be to establish a body (a kind of prices 
commission) to examine particular prices and report on 
them publicly. This view is apparently supported by the 
employers’ representatives on the National Economic 
Development Council, but the trade unions regard it as 
an inadequate quid pro quo for any agreement to wage 
control. A third form of price/incomes policy is one 
involving government control of prices, but although the 
authorities control certain prices in all western European 
countries — in the agricultural and public-utilities sectors 
for example — both employers’ organizations and govern- 
ments oppose large-scale price control.?" 


272 [п Belgium, for instance, it is hoped that by publishing the 
social objectives of the plan and by providing better statistics 
showing the relation of the development of money incomes to the 
general plan framework, “calm and thorough discussion with the 
large organizations of employers and workers will permit all changes 
to be made consistently with plan fulfilment, in a climate of frank 
and loyal co-operation ”. (Le Programme quadriennal d’Expansion 
Economique 1962-1965, statement of the Prime Minister to the 
Commission spéciale du Sénat, 21 February 1962.) 


273 These approaches are not mutually exclusive, and even when 
“tougher ” methods are employed a certain degree of acquiescence 
on the part of employers and trade unions would be needed to make 
the policy work. 

274 [п this connexion it might be noticed that there is a fairly 
general tendency in western Europe for the authorities to pay 
closer attention to the possibility of obtaining a reduction in adminis- 
tered prices. For example, restrictive business practices are subject 
to some control in Norway and other Scandinavian countries, and 
resale price maintenance on certain goods is now illegal in the 
Netherlands; legislation on resale price maintenance by manu- 
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It seems, however, that these objections are modified 
if price control is not put on a permanent footing. Thus, 
the Austrian Government can regulate prices for a period 
of six months on the basis of unanimous advice from the 
equipartite Wage and Price Commission — a body com- 
prising employers’, workers’ and governmental represen- 
tatives — which “reviews” wage and price changes. This 
is potentially a very important consideration since a 
policy which provides for the development of incomes 
over only a short period — up to two years, say — Ваз 
certain advantages over one which also seeks to establish 
rules for longer periods. In particular, the thorny ques- 
tion of the respective shares of labour and other factors 
in the national product is much less important in the 
short period when, implicitly if not explicitly, all parties 
appear to agree to a retention of the existing shares; but 
timing — whether the attempt to fix shares is made during 
the trough of a cycle, when the share of profits tends to 
be below average, or at the peak — will still be of consi- 
derable importance. In contrast, the likelihood of the 
parties concerned undertaking any commitments about 
shares over a longer period is very small. 

An approximation to such a short-run incomes policy 
is the Danish “ package solution”, which was adopted 
in order to counter an immediate and specific threat of 
rising costs and prices while broadly retaining the existing 
structure of incomes. Legislation in March 1963 provided 
that wages and prices should, in principle, be frozen for 
two years, with, however, certain important reservations. 
Cost-of-living wage increases are allowed, in addition 
to one or two specified exceptions, and wage drift will 
probably continue.?’® In these circumstances, perhaps the 
best that can be expected is an increase in wages of the 
same order of magnitude as the likely productivity 
increase, leading to some stabilization of labour costs. 
If this condition is satisfied then the stabilization of profit 
margins provided for in the legislation should be con- 
ducive to the price stability that is sought. However, it is 
perhaps significant that the original price “ stop ”, which 
applied unless a price increase could be justified on 
certain well-defined grounds set out below, was estab- 
lished for only one year and was, in fact, abandoned — 
largely for political геазоп$ — ш October 1963. Prices 
can now be changed without prior government approval, 
but such changes are subject to scrutiny by the authorities 
and, if the appropriate criteria are not fulfilled, may have 
to be rescinded.?** In any event, the Danish price level 
was held steady throughout 1963, and contributed to a 
substantial expansion of exports. 

A problem which the Danish “ package solution ” 
encountered was the need to provide for flexibility in the 


facturers is being introduced in the United Kingdom also. In the 
present context such measures might be regarded primarily as a 
“ once-for-all ” influence encouraging price stability. The activities 
of consumers’ organizations, in so far as they encourage consumers 
to change their purchasing habits in order to obtain better “ value ”, 
have a similar contribution to make. 

215 The exceptions were pay increases for lower-paid workers in 
the first year and, in the second, a general rise of about 214 per cent. 
It should be pointed out that an increase in costs due to wage drift 
cannot, in principle, be passed on as higher prices. 


27в This system, therefore, closely resembles that adopted in the 
Netherlands. 


control of prices. Indeed, much of the opposition to 
price control in market economies can be traced to the 
fear that such a policy might prevent the price mechanism 
from fulfilling its primary role of ensuring the appro- 
priate distribution of resources. For while it might be 
desirable to have stability in the average level of prices, 
prices will need to rise in some sectors and to fall in 
others. It is recognized in western Germany, for example, 
that “if the over-all price level is to remain stable it is 
essential that the additional productivity achieved in 
industry shall not be entirely used for wage increases, 
but that a part of it shall be passed on to consumers in 
the form of price reductions. Only in that way can a 
counterpoise be created to the higher prices which are 
more or less inevitable for services when the general 
level of wages goes up ”.?77 


The difficulties encountered by—and the dangers 
involved in a failure to achieve—a suitable inter- 
industry flexibility of wage changes suggest that the 
parallel need for flexibility in regulated price changes will 
not be easy to achieve. Attempts to introduce flexibility 
into the Dutch wages policy illustrate the type of diffi- 
culty which has to be surmounted; in this case a failure to 
solve it satisfactorily has led to a lessening of government 
influence on wage movements. Basically, wages should be 
permitted to change at rates which are sufficiently 
different to bring about the desired inter-sectoral (and 
inter-regional) mobility of labour — wages rising faster 
in the expanding industries (or regions) than in those 
which are reducing the size of the labour force. In prac- 
tice — and this was the form adopted in the Dutch wage 
policy since 1956 when emphasis was first placed on the 
desirability of wage flexibility ?“* — the tendency has been 
to encourage higher than average wage increases in the 
industries where the rise in productivity is above average, 
and lower than average increases in sectors where pro- 
gress is sluggish. Since rapidly expanding industries tend 
to be those with higher than average productivity in- 
creases, and vice versa, this should give an approximation 
to the required differential changes.27° But even this 
criterion only indicates the direction in which the wage 
increase granted by a particular industry should depart 
from the average; there is no question of percentage 
changes in wage rates matching productivity changes 
point for point. 


In the absence of a fuller knowledge about the size of 
the wage differentials which are necessary to set in train 
the required redistribution of the labour force, rather 
arbitrary rules have to be applied. In 1961, the formula 
agreed upon for determining the permissible wage 
increase in a given branch of industry was the branch’s 
annual average percentage productivity increase, multi- 


77 OECD, Policies for Price Stability, op. сй., pp. 32, 33. 

*78 Cf. the Survey for 1962, Part 2, Chapter IV (soon to be 
published). 

27° See, for example, International Labour Organisation, Unem- 
Ployment and Structural Change, Studies and Reports, New Series, 
No. 65, pp. 22, 23. The correlation is greatest within the industrial 
sectors; high productivity increases in agriculture tend to be accom- 
panied by a declining labour force, and the absorption of workers 
into services is frequently accompanied by relatively modest pro- 
ductivity gains. 
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plied vy three, with the addition of two percentage points 
divided by four,*®° that is, an industry where labour 
productivity was rising at the rate of 1 per cent per annum 
could grant an average increase between 1 and 2 per 
cent, a 2 per cent rise in productivity could be exactly 
matched by the wage increase and a 10 per cent improve- 
ment in productivity could be paralleled by an 8 per 
cent wage rise. In any event, the result was a wave of 
Opposition, on the part of both employers and workers, 
to such rigid and detailed government intervention in 
wage fixing; and, in the course of 1963, the Government’s 
role became less important than it had been prior to the 
introduction of wage flexibility. Now, a wage increase 
agreed between workers and employers in a given branch 
becomes operative when it is approved by the Foundation 
of Labour — а body which contains workers’ and em- 
ployers’, but no governmental, representatives. Pre- 
viously, new wage rates had to be approved by the 
Board of Mediators, whose members are appointed by 
the Government and which is formally responsible to the 
Minister of Social Affairs; now the Board can only advise 
the Government (which retains the power to reverse the 
approval of the Foundation) of the undesirability of a 
given wage increase, after it has become effective. 


Such experience does not augur well for the achieve- 
ment of sufficient flexibility in a price policy, especially 
when it is remembered that the required range of sectoral 
price changes is wider than the range of differential 
changes in wages that is sought and also that while no 
actual reductions of wages are needed — only differential 
increases — price reductions are essential in many sec- 
tors if the average price level is to be stabilized. Never- 
theless, certain broad criteria can be postulated for 
determining acceptable changes in prices. The Danish 
“ package solution ” provided for price rises attributable 
to an increase in labour costs following a permitted wage 
increase (but not for rises to cover wage drift) or to 
additional rises in factory costs other than profits. In the 
Netherlands, the authorities can request that a price 
increase be reversed if it is not justified by inter-sectoral 
differential productivity changes or a rise in the cost of 
raw materials and, should this fail, the Government may 
use its powers to fix maximum prices. And the fact 
that in most western European countries official bodies 
charged with examining monopoly prices have generally 
succeeded in developing sufficiently practical yardsticks 
for the task offers some hope for future developments 1n 
this field. 


Nevertheless, in view of the current interest in the 
formulation of national incomes policy, surprisingly little 
attention is paid to such technical difficulties in economic 
literature. It is significant that in his report to the French 
Government on the Conférence des Revenus Мг. Massé 
argues that the longer-term implications of a national 
incomes policy and such questions as the necessary 
adaptation of the fiscal system and the form of the price 
policy need to be studied. The fact that too little attention 
has been given to the problems posed by an incomes 


280 J. Pen, “ The Strange Adventures of Dutch Wage Policy ”, 
British Journal of Industrial Relations, Vol. I, No. 3, October 1963, 


p. 326. 


policy is compounded and, to some extent, explained by 
the lack of appropriate statistics.?® Fairly detailed figures, 
by sector and industry, are needed to arrive at a full 
appreciation of any wage or price changes granted or 
undertaken. And more details of incomes, at both the 
primary and disposable levels, are needed for a fiscal 
policy to be fully effective in remedying any inequities 
in income distribution that are produced by the basic 
wage and price regulation. Again, as a result of the 
Conférence des Revenus, it has been proposed in France 
that a programme for the improvement of statistics 
needed for the implementation of an incomes policy be 
drawn up and also that an attempt be made to include 
projections in value terms in the Fifth Plan. 


In sum, there is growing agreement both within and 
between the countries of western Europe about the basic 
form that a national incomes policy should take; it needs 
to be comprehensive, with wages tied to changes in 
national productivity and accompanied by appropriate 
price changes, and to be supplemented and supported 
by a fiscal policy that removes any anomalies which 
might occur in the distribution of factor income. More- 
over, fiscal policy has also a major role to play in ensuring 
a level of personal disposable income consistent with 
policy on resource allocation between personal consump- 
tion, investment and other uses. 


There is much less common ground — again both 
within and between countries— about the manner in 
which such a policy should be implemented: in some 
cases government regulation of both wages and prices 
is advocated, in others the power of persuasion and 
public opinion. It is obvious, however, that whatever the 
form of the national incomes policy adopted by a govern- 
ment its successful application requires, besides the solu- 
tion of outstanding practical problems, the support of 
the community as a whole. In this connexion, much 
depends on the extent to which employers’ and workers’ 
organizations can, firstly, engage in overall negotiations 
with the authorities and each other that take into account 
the interests of the economy as a whole and, secondly, 
ensure the necessary discipline in the implementation of 
the resulting policy among their members. The absence 
of such strong organizations in any given country allows 
individual groups of income-earners to do whatever they 
can to protect their own income shares — usually by 
trying to raise them, a process which is often facilitated 
in an expanding economy by a lack of resistance on the 
part of the employers. The lack of a suitable institutional 
framework makes a national incomes policy, at one and 
the same time, more urgent and more difficult to form- 
ulate and implement. 


281 One glaring inadequacy of the relevant statistics of western 
European countries is the absence of a suitably calculated official 
index of the overall change in labour productivity. At present, it is 
the practice to compare wage changes with such a crude index as 
the change in gross domestic product divided by the change in 
the size of the labour force. Yet this immediately admits unwarran- 
ted wage increases, since a productivity index calculated in this way 
includes improvements attributable to movements of the labour 
force from low to high productivity sectors which, to the extent that 
the latter tend to pay wages higher than the average, will automat- 
ically be accompanied by a rise in the wage bill. 
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Labour-market policy 


Since labour shortages have become a strategic prob- 
lem for growth policies in industrial western Europe, an 
active labour-market policy can make a major contribu- 
tion towards easing supply strains. The migration from 
agriculture to non-agricultural activities— which will 
remain for some time to come a major source of addi- 
tional labour for the latter sectors in a number of coun- 
tries 282 and a relatively large number of new entries into 
the labour force create a number of problems which 
cannot be solved without purposeful action. 


Clearly, the operation of traditional employment 
bureaux is inadequate for increasing the supply of labour 
and for reducing or eliminating imbalances in the 
demand and supply of labour either regionally or by 
skills and sectors of activity. For such purposes an active 
labour-market policy comprising a variety of measures 
is required. For example, to increase the labour supply, 
such a policy may aim at creating part-time jobs for 
married women and old or handicapped people who 
would otherwise not be part of the labour force. 
Regional development policies, which include incentives 
in the form of cheap credit or tax concessions to induce 
firms to move or to set up branch-factories in districts 
with an ample labour supply, and, conversely, provision 
of housing, etc., to attract labour to shortage areas, can 
help to reduce regional disparities in the labour market. 
Training of unskilled labour (and retraining in general, 
or within the firm) can hasten the adaptation of skills 
to changes in demand, while assistance for retraining and 
for shifting to other branches of activity can reduce 
sectoral imbalances, as can an improvement of working 
conditions in trades where the recruitment of young 
people is insufficient. 


The success of such measures depends on the co- 
operation of all parties concerned. They are obviously 
in the interest of employers, since labour shortages 
hamper expansion plans and the wage increases gener- 
ated by labour market strain raise costs. The advantages 
to labour are also evident, although adherence to a 
labour-market policy would represent a break with 
restrictive practices which have been partly responsible 
for the low degree of labour mobility in the past. For 
co-operation to be effective the creating of a strong and 
well-organized public body whose purpose is to co- 
ordinate all efforts is indispensable. 


In the long run efficient management of the labour 
market could lead both sides to co-operate and hence 
to create the requisite conditions for rapid adjustments 
to cyclical and structural changes in demand. Thus, an 
employment policy originally drawn up in most coun- 
tries on social grounds, and often directly connected with 
the introduction of unemployment insurance schemes, 
can be turned to other objectives in a society enjoying 


82 For a broad perspective of the effects on supply of the move- 
ment of labour from agriculture to other economic sectors as 
structural problems of agriculture are solved, see the Survey for 
1962, Part 2, Chapter IIT, section 1 (iv) to be published later in 1964. 
Some long-term problems of agricultural policy in this sphere are 
discussed in a document prepared for the United Nations Con- 
ference on Trade and Development (E/CONF.46/31). 
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full employment. It is likely that the creation of institu- 
tions for, and the implementation of, such a policy would 
be easier and quicker than for an incomes policy since, 
while the latter intervenes directly in the market mechan- 
ism, the former helps the market mechanism to function 
more smoothly and efficiently. 

A labour-market policy has formed an integral part 
of overall economic policy in Sweden, where the Labour 
Market Board (and its local offices) participates in the 
majority of short-term as well as longer-term policy 
decisions concerning building activity, the location of 
industry, the release of private investment reserves, and 
the timing of reserve projects for public employment. 
In most other countries, labour-market policies are still 
limited to the traditional purpose of ensuring a high 
level of employment, without devoting special attention 
to measures for increasing the mobility and facilitating 
the adaptation of the labour force. There are, however, 
indications that a new attitude is developing. In France, 
for instance, a National Employment Fund has recently 
been set up to finance indemnity payments to workers 
shifting from one branch or one region to another and 
to pay removal and installation grants.*** In Denmark, 
a government commission was formed in the autumn of 
1962 to examine the need for an expansion of public 
placement services.*** According to a statement by the 
Ministerial Council of the OECD at its meeting in 
November 1963, that organization’s activities in this 
field are to be continued. 


Policies for building and construction 


It is in the building sector that demand for house- 
building, public construction and, during private invest- 
ment booms, industrial building have repeatedly produced 
severe strains, particularly on labour resources. Reme- 
dies have then been sought in direct building controls or 
financial and fiscal restrictions. Another, and in the 
longer run more positive, approach to preventing the 
recurrence of excess demand in this sector could have 
two lines of attack: in the first place, it could consist 
of a sustained effort to raise the elasticity of supply. It 
is clear that much can be done in this direction, for 
productivity increases in the building industry during 
the postwar period have been small compared with 
those in other sectors of output,?®° partly on account of 
its relatively slow progress in modernizing its equip- 
ment. Second, policies should aim at preventing demand 
pressures from mounting to a point where severe restric- 
tions are needed. 


Measures have been proposed or adopted in a num- 
ber of countries both for enlarging the capacity of the 


283 See Problémes Economiques, No. 837, 14 January 1964. 


*84 Its conclusion was a proposal for all placement services to be 
concentrated in one authority which is to become the cornerstone 
of a future active labour-market policy; this policy is intended as an 
integral part of overall economic policy and the Commission 
foresees, in addition, more direct selective measures to be substituted 
for the present overall instruments (see Arbeidsgiveren, Vol. 65 
No. 5, 1 March 1964). i 


а И has even been stated that in the Netherlands productivity 
in the building industry does not exceed the pre-war level (see 
Economisch-Statistische Berichten, 5 February 1964, p. 123). 
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building industry and for regulating demand more 
efficiently. The evening-out of seasonal fluctuations to 
ensure better capacity utilization would contribute to the 
former objective. In recent years much research has been 
undertaken in this field and as a result construction work 
can now be continued in cold weather, because building 
can be sheltered. In this way annual output can be raised, 
ensuring the employment of the labour force during most 
of the year. The social problem of an average 3 to 4 
months’ unemployment each year can be avoided and — 
another important point — Фе need for compensatory 
higher wages is reduced and the pressure for further 
relative increases eased. 


In addition to efforts to reduce seasonal fluctuations, 
attempts are being made to increase the supply of build- 
ing labour. A number of obstacles stand in the way of 
a sufficient influx of new workers to the building trade. 
Working conditions may not be as acceptable as in most 
factory jobs or services, even though wages are relatively 
high; trade unions in some countries have reached agree- 
ments with employers setting the ratio of apprentices 
to the number of skilled workers in each building firm 
and thus limiting the increase in the supply of skilled 
labour. The desire of trade unions to protect their posi- 
tion in this way might be reduced if they could be sure 
of high and steady employment throughout the year. 


Efforts to attract more labour to the building industry 
may, however, be fruitless in a rapidly expanding 
economy since demand for labour is also strong in other 
sectors. Rationalization investment is then required. The 
introduction of mechanical equipment in traditional 
building and construction activity since the mid-fifties 
has been on an increasing scale,**° a more fundamental 
recent change of building methods consists in prefabri- 
cation of the elements of a building in the factory, thus 
reducing the need for skilled labour at the assembly 
stage, and can be used for dwellings as well as for public 
buildings such as hospitals and schools.?* 


In the present conditions of strong demand for build- 
ing, full utilization of construction capacity and labour 
shortage, the incentive for entrepreneurs to increase their 
technical capacity and to rationalize may appear suffi- 
cient. But one fundamental condition for undertaking 
costly investment of this kind is assurance of high and 
stable capacity utilization in the future. New develop- 
ments in budgetary policy in a few countries tend to 
provide such an assurance. The practice of preparing 
and publishing 3-5-year plans for public building and 


286 The number of tower cranes per 1,000 completed dwellings in 
some western European countries was as follows in two recent years: 
Western Germany .... 1955 8 


Ноа Е we 1955 1 
ый 1962 15 1961 28 

ЕО го 1955 5 
ААС care picts ver ce oe в га 1962 39 weden eo AG 


See Introductory Report to the ECE Seminar in Prague, 19-30 
April 1964, on Changes in the Structure of the Building Industry 


(soon to be published). | < | 
The wide divergences in this ratio among the four countries 


suggest that further substitution will take place, although a difference 
in the proportion of one-family houses to apartment houses may 
invalidate the comparison. 

287 A short description of this development is given in the above- 
mentioned Introductory Report. 
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construction, as part of a general economic plan, 
amounts to some kind of commitment which should 
facilitate organization and planning by private contrac- 
tors. The existence of such plans should also make it 
possible to assess prospective building demand and to 
slow down building work and/or the rise in demand from 
other sectors in good time, so as to avoid abrupt inter- 
diction later. 


In addition to recent discussions of long-term planning 
of public investment in western Germany and Austria, 
and the start of five-year programming of public expendi- 
ture in the United Kingdom, there have been other 
important developments in this field in the last-named 
country as in the Netherlands. The establishment in the 
United Kingdom of a National Building Agency has 
been announced: its function will be to provide technical 
assistance to entrepreneurs and to help to promote new 
building methods in order to raise the annual output 
of dwellings. New housing associations with government 
financial backing are also to be established. The capacity 
of the building industry as a whole is thus to be raised 
by 50 per cent in 10 years. In the Netherlands a pro- 
gramme for expanding building capacity was published 
in the autumn of 1963. It includes proposals for improv- 
ing the social and economic status of building workers 
(higher wages, improved working conditions, deferment 
of, or exemption from, conscription) and also for a new 
system of granting building licences which will be made 
dependent on available capacity and seeks to stimulate 
labour-saving types of construction. In addition, latent 
building capacity will be brought into use as the result 
of research and by means of advisory centres. Such 
action was evidently necessary, judging by the fact that 
the number of applications for building authorizations 
which had to be postponed correspond to 2 to 3 years’ 
activity. This means not only that dwelling construction, 
which is given a high priority in the Netherlands, can- 
not be carried out at the intended rate but also that 
industrial and other building projects have to be post- 
poned. 


To sum up, if a more efficient building industry can 
be achieved by government schemes of the kind men- 
tioned, inflationary pressures emanating from this sector 
can be appreciably weakened and perhaps eventually 
eliminated. 


Economic planning 


The idea of purposive government influence over 
the economy has now been widely accepted in the in- 
dustrial countries of western Europe. Among them, 
France, the Netherlands, Norway and Sweden have prac- 
tised long-term planning for some time; and, more 
recently, Belgium, Italy and the United Kingdom have 
joined those countries in adopting planning methods 
and/or machinery. 


Economic planning in market economies in the sixties 
has become increasingly desirable for the following 
reasons: an efficient use of scarce labour resources re- 
quires more careful management of the economy; infla- 
tionary pressures arising from a scarce labour supply 
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require that demand should be kept at the “right” level, 
not pressing too hard on available resources, but being 
maintained at a sufficiently high and stable level for 
resources to be used efficiently and for business expecta- 
tions to be kept buoyant; demand management along 
this “narrow path” requires the establishment of clearly 
conceived and stated priorities for the allocation of 
resources between competing claims, in particular be- 
tween private and public investment, and between private 
and social consumption; finally, the increasing interde- 
pendence of these economies reduces the scope for auto- 
nomous domestic policies and calls for an international 
co-ordination of economic policies. This is more likely to 
be achieved if individual countries’ longer-term policy 
objectives are mutually confronted. 

While it is impossible precisely to assess the effects of 
planning on the successful achievement of policy targets 
set by the authorities and the priorities accorded to 
them, there are certain features inherent in the process of 
plan preparation and in the gearing of policy instruments 
to plan execution which have surely improved (or will 
improve in due course) the framework within which 
public and private economic decision-making takes 
place. 


In the first place, the existence of a plan should 
render more effective the policy-making of the public 
sector itself, in that short-term counter-cyclical measures, 
as well as policies designed to bring about longer-term 


structural change, are formulated within a framework 
which is intended to ensure continuity, efficient co-ordin- 
ation and consistency between them.?%® Secondly, the 
mere existence of a plan, providing the general setting in 
which individual decisions are taken, should have some 
influence on the private sector, both because it is more 
aware of the government’s intentions and of the likely 
pattern of future development of the economy and 
because the participation of the private sector in plan 
preparation tends to mobilize the voluntary co-operation 
of its members in plan implementation. For the major, 
and as yet unsolved, policy problem discussed above — 
how cost and price inflation should be checked — the 
existence of a plan should be helpful in gradually indu- 
cing closer co-operation between wage-earners and other 
income-groups, once understanding of the common 
interest of all social groups in this type of planning, and 
of the policies required to achieve accepted plan objec- 
tives, has become widespread. 


289 Thus, even in such countries as western Germany where, so 
far, the concept of national planning has been rejected, the Economic 
Advisers to the Ministry of Economic Affairs submitted recom- 
mendations (on 9 November 1963) concerning the need for medium- 
term forecasts for the economy as a whole to ensure that existing 
programmes for individual sectors such as defence, dwellings 
construction, agricultural structure, scientific research and develop- 
ment aid are made mutually consistent. In this context, the report 
stressed the particular importance of medium-term forecasts for 
public authorities’ operations over a period of 4 to 6 years. 


CHAPTER III 


Economic development in southern Europe 


From time to time current developments in southern 
Europe have been reviewed in Bulletins and SuRVEYS, the 
last major review of development problems in these coun- 
tries appearing in the Survey for 1959.1 At that time 
both Spain and Turkey were in the throes of stabilization 
programmes that had been launched after years of infla- 
tionary pressure and payments disequilibria, the Greek 
association with the European Economic Community was 
still being negotiated, and Yugoslavia had achieved a 
breakthrough in agriculture, the full extent of which 
could then be only provisionally assessed. 


It now seems appropriate to review more recent events 
in the various economies of southern Europe. An interval 
of only a few years is too short a time to expect the pro- 
found structural alterations that economic development 
eventually implies, but it is long enough to consider the 
direction of change, the progress that has been achieved 
and the extent to which either new factors and problems 
have emerged or old ones call for reconsideration. The 


1“ Development problems of southern Europe and Ireland”, 
Part IV of the Economic Survey of Europe in 1959, Geneva, 1960. 


last four or five years have not been uneventful for sou- 
thern Europe. Above all they have been characterized by 
the adoption or implementation of development plans in 
all the countries in question and by the greater emphasis 
now placed on the need for exposing the economies to 
both internal and external competitive forces; for Greece, 
Turkey and Portugal this latter process has involved 
association with or membership of regional economic 
groupings and for Spain, Portugal and Yugoslavia acces- 
sion to the GATT. National economic policies have, 
naturally, been guided by these considerations and, in 
some cases, have been instrumental in diverting the 
economies on to completely new courses. 


Following a brief overall appraisal, this chapter exam- 
ines progress and problems in agriculture and industry 
(sections 2 and 3 respectively), the development of trade 
and payments (section 4), and some of the more general 
features of recent experience of promoting economic 
development (section 5). A note on Yugoslavia (sec- 
tion 6) pays special attention to developments in 1963, 
reviewing them against the background of events since 
the slowdown of growth in 1961. 


1. SALIENT FEATURES OF ECONOMIC GROWTH AND POLICIES 


Planning for development 


Development plans have been, or are being, drawn up 
in all countries of the region.? In 1964 Portugal entered 
the final year of its second six-year plan and is currently 
preparing an interim plan for 1965-1967 which is designed 
to treat the structural weaknesses of the economy and of 
the planning process that have been revealed in the past 
few years; in particular it is hoped to reconcile the 
priority accorded since 1961 to national defence with a 
faster rate of economic development and _ structural 
change. A long-term Greek development programme for 
the sixties was revised in 1962 and a number of major 
measures to speed up the development of the economy 
‘and to face the challenge posed by the association with 
the Common Market have been undertaken since 1960.* 


2 The plans of Greece, Portugal and Turkey were discussed in 
Volume 14, No. 2, of the Economic Bulletin for Europe, Geneva, 
November 1962 (“Long-term Plans in western Europe Pe The 
plan for Spain was published in 1963 (Presidencia del Gobierno, 
Plan de desarrollo econdémico у social para el periodo 1964-1967). 
Part 2 of the Survey for 1962 is entirely devoted to an examination 
of economic planning techniques in European countries, including 
those of southern Europe. 

8 In the light of both this association and of the experience of the 
first two years of the 1960-1964 programme when, in particular, 


Since the emergence of their economies from a period of 
stabilization, national development policies in Spain and 
Turkey have likewise been dominated by the needs of 
economic planning. In both countries, but especially 
Spain, this process has involved many far-reaching re- 
forms prior to, or during, the actual period of the plan, 
and the contents of the Spanish plan and of many of the 
recent economic reforms owe much to the comprehensive 
preliminary survey of the economy undertaken by a 
mission of the International Bank for Reconstruction and 
Development (IBRD).* In Yugoslavia, where a new plan 
period (1961-1965) coincided with the introduction of 
exchange and other reforms affecting foreign trade, devel- 
opments in 1961 and 1962 were not in accordance with 


foreign trade and private investment failed to develop as expected, 
a revised programme was drawn up for 1962-1966. This initiated a 
series of “ rolling revisions ” of the original plan, within a moving 
ten-year perspective. A second development plan is currently under 
preparation for the period 1965-1970. 

4 The plan for Turkey runs from 1963 to 1967, and that for Spain 
from 1964 to 1967. The report of the IBRD was published in the 
English original in January 1963 (The Economic Development of 
Spain, Washington DC) and in a Spanish translation in 1962 
(Informe del Banco de Reconstruccién у Fomento: El Desarrollo 
Econémico de Espafia, OCYPE, Madrid). 


Page 2 — Chapter Ш 


the plan, which was eventually abandoned in favour of a 
revised version that begins in 1964 and is still being 
formulated. In 1960 the former British colony of Cyprus 
attained independence and within one year a five-year 
programme of public expenditure for the new Republic 
was drawn up and is now being elaborated to yield an 
overall development plan. Malta is to become independent 
in the course of 1964 and, with the assistance of a United 
Nations mission, a second five-year plan has been pre- 
pared which will be put into effect in 1964/65.° The 
special importance of the problems of southern Italy in 
the sectoral and regional planning carried out by the 
newly-created National Pianning Committee has been 
reaffirmed. Elimination of sectoral and regional income 
disparities are among the primary goals of the new Italian 
plan which, it is hoped, will be ready by 1965. Finally, in 
Greece and Portugal a number of changes in the planning 
machinery were made in 1963 and in Yugoslavia a gradual 
decentralization of the planning mechanism has been 
taking place since 1959.° 


The strategy of development 


There are a number of features in the broad strategy 
of economic development that have been common to all 
or most of the southern European countries in recent 
years. Of primary importance has been the tendency, to 
which reference has already been made, for these 
economies to be exposed to the competition that stems 
both from closer economic relations with foreign countries 
and from less restrictive and protective attitudes in 
domestic policy, in an attempt to induce a shift of 
resources to more productive activities and to promote 
faster structural change. In Greece these policies cul- 
minated in an association with the EEC which came into 
force in November 1962, while, after protracted negotia- 
tions, an agreement of association between Turkey and 
the EEC was initialled in 1963.7 In both Turkey and 
Spain such policies represented a fundamental departure 
—which had been foreshadowed in the stabilization 
programmes of 1958 and 1959 —from former autarkic 
policies and, in Spain at least, the whole network of 
controls and restrictions affecting every aspect of eco- 
nomic life, was reviewed. In Yugoslavia a period of 
progressive exposure of the domestic price structure to 
world prices and markets commenced in 1961 with the 
major exchange reform, price adjustments and abolition 
of controls. In Portugal the change of attitude found its 
expression in membership of the EFTA, accession to 
GATT, much more liberal terms of access to the economy 
for foreign capital and enterprise, and a decision to join 


5Its report (Economic Adaptation and Development in Майа, 
20 January 1964) may be obtained, on request, from the United 
Nations, Bureau of Technical Assistance Operations, New York. 


6 For further information see Part 2 of the Survey for 1962. 


7 For a summary of the provisions of the agreement of association 
of Greece with the EEC and of the terms of the association of 
Turkey, see United Nations Conference on Trade and Development, 
Implications for Trade and Development of Developing Countries of 
Economic Groupings of Developed Countries andlor Preferential 
Trading Arrangements (Document E/CONF.46/31, prepared by the 
ECE secretariat, Geneva, 3 February 1964). 


the IMF and IBRD, from which the country had pre- 
viously kept aloof.® 

A second major aspect has been the general acceptance 
of the market mechanism for the allocation of resources 
in the private sector of production, and more particularly 
in manufacturing.® As a corollary, public expenditure 1$ 
directed to the provision of infra-structure and those 
public services which are essential for the further develop- 
ment of the economy but which the private sector cannot 
be expected to provide; great importance is attached in 
all these countries to public expenditure on education 
and manpower training, and for such purposes as the 
provision of agricultural extension services and irrigation 
and land improvement. At the same time, the authorities 
stand ready to intervene more actively in the private 
sector if the necessary initiative is not otherwise forth- 
coming. The evolution of this philosophy about the 
respective roles and responsibilities of the private and 
public sectors has led to a reconsideration of the pricing 
and investment policies and of the general role of state 
enterprises, which is discussed in section 3. 

Finally, the countries of southern Europe have ex- 
ploited the natural advantages of their proximity to 
industrialized western European economies. First, they 
have intensified their efforts to promote exports of 
agricultural products, such as fruit and vegetables (and in 
some cases cotton and tobacco), which are appreciated in 
the latter countries for their quality or because of their 
availability early in the season; secondly, they have bene- 
fited from a rapidly growing influx of foreign tourists that 
has proved an invaluable source of foreign exchange; and 
thirdly, in differing degrees, they have supplied labour to 
the industrial countries of western Europe.*® 


Policy instruments п 


While the public sector retains general responsibility 
for economic planning and its implementation, it also 
influences the private sector indirectly by means of fiscal 


8 Portugal became a member of GATT in 1962; Spain became а 
member, and Yugoslavia acceded provisionally, in 1963. Portugal 
joined the IMF and IBRD in 1963 and Spain in 1958. For the 
special arrangements applying to Portugal in the Stockholm Con- 
vention see EFTA, Convention Establishing the European Free Trade 
Association (Annex G), Geneva, April 1961. 

By decree-law 44016 of November 1961, a customs union was 
instituted between Portugal and its overseas provinces as part of a 
programme of gradual economic integration, by which all customs 
duties and quantitative restrictions on trade are to be removed by 
the end of 1971. (English and French translations of decree-law 
44016 have been issued by GATT.) Decree-laws 44698-44703 of 
November 1962 provide that invisible transactions and capital 
movements between Portugal and its overseas provinces are to be 
liberalized. 


® Subject to overall federal planning, the market mechanism has 
also been increasingly adopted in Yugoslavia. 


10 The recent rapid growth of the Italian economy and the conco- 
mitant demand for labour in the north of the country has resulted 
in internal migratory movements that have greatly reduced the 
labour surplus in southern Italy. Consequently, western European 
countries have turned to other Mediterranean countries, notably 
Greece, Spain and Turkey. The role of labour from these countries 
in the labour markets of the industrial ones is discussed in Chapter IT 
section 2 (Б). ‘ 


; 11 Since the question of plan implementation is dealt with fully 
in Part 2 of the SURVEY for 1962, only the essential features and the 
manner in which implementation has developed are mentioned here. 
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TABLE 1 
Gross domestic product by sectors of origin 


Percentages 


Share of GDP 


Country and sector (current prices) 


Percentage increase over previous year 
(constant prices ) 


1957-58 1961-62 | 1958 1959 1960 1961 1962 1963 
Cyprus | 
Agriculture... , | 
Ji ee 8 21.9 23.8 —12.0 VP —11.9 22.9 9.7 
о = Batis site 78.1 76.2 —3.1 —3.5 —1.7 
of which : Indust ; у aid 8.8 
Total И ое и 22.6 23.9 —2.0 4.8 4.5 0.6 3.1 
р НЫ" 100.0 100.0 Но 4 ae 10.3 9.2 
Greece 
Agricult Apr 
Ae и Nae = 28.1 5.0 —6.4 18.2 —6.1 8.8 
ее = За Aad 4.6 8.3 8.9 6.2 5.9 
Total aad he 8.6 8.0 5.8 7.1 
п Ая kocles . Е 3.6 11.5 4.5 8.0 
Southern Italy 
реше Ae k,l 36.5 2.8 —7.0 20.1 —3.4 
Г, 63.5 5.3 11.5 8.9 5.4 
of whichev industry, . ot ro. 24.1 7.7 9.5 8.0 69 
ОЕ awe ee о cites. oles 100.0 2.6 3.1 13.4 3.3 
Portugal 
oman ce cit ah a ae aie abe 3.6 Deal —1.4 11.4 
ос a a oD 
of which: Industry... ... 39.7 De г a ae 
5.0 11.4 8.0 1.4 
Tau се an ee BP ere ee 100.0 5.8 8.0 6.4 4.6 
Spain 
А р а 26.4 7.8 — 6.0 ee, 
нь “ip ox 73.6 LS) —0.7 VP 6.5 ss 
Olawhich's Industry 5... « « « 27.5 4.0 0.7 8.7 3.5 oe 
УЕ соо о ela 100.0 5.4 —0.5 6.9 6.7 6.8 
Turkey 
PASICUMULC hs ео а 44.1 —0.4 Te2 —3.1 5.6 4.6 
ЯР р = se и Ию 55.9 8.4 Bal 1.1 6.1 Tees 
of which: Industry -. <<... « 16.4 3.2 2.3 3.3 6.9 TERY 
itil воем See 100.02 4.4 2.4 —0.6 6.0 6.4 
Yugoslavia 
Noriculturet isan ue «. и Pe B19 34.9 —11.5 —2.5 4 Й 
ОВ р 5 Ws eee Ра 68.1 10.4 14.3 6.7 7 13 
of which: Industry . ...... 41.8 9.7 14.5 5.9 7 16 
“i TTB д ВЕРНО 100.0 17.6 5.6 4.1 5 12 


Sources : OECD, Statistical Bulletins — General Statistics, November 1962; 
United Nations, Yearbook of National Accounts Statistics, 1962; and national 
statistics. 


and credit policies. Hence, tax incentives and exemptions, 
combined with regulated credit facilities (especially for 
agriculture and industry) and the establishment of special 
institutions to encourage industrial development, have 
been the main instruments for promoting productive 
investment and an improved allocation of resources. 
These weapons have also been used in connexion with 
regional industrial policies and with policies for overall 
development, where a more selective approach to indus- 
trial decentralization is generally being adopted, involving 
inter alia the establishment of industrial estates. It 
naturally falls to the government, too, to legislate for the 
implementation of the various planning objectives — for 
land reform, consolidation and resettlement, banking and 
credit reforms, for provisions relating to joint stock 


Nore. — Except for Spain and Yugoslavia, the volume increase of total out- 
put refers to gross national product. 


@ Including construction. 6 Net domestic product. С Net material product, 


companies and the merger of small units, and for the 
review of licensing requirements and other administrative 
hindrances to greater enterprise and efficiency; such 
questions have been pursued with particular vigour in 
Greece and Spain. Finally, it is the government’s respon- 
sibility to determine foreign trade policy and — т 
addition to the external developments already mentioned 
— this has, in some cases, implied major exchange-rate 
adjustments or price reforms. 


Economic growth since 1958 


Because of interruptions in economic growth in Spain 
and Turkey as a result of the stabilization policies and 
their aftermath and, to a lesser extent, in Yugoslavia and 
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Portugal due to other causes, it is difficult to be specific 
about the trends of economic growth in these countries. 
Per capita incomes even fell for a time in Turkey and 
Spain, as a result of the stabilization programmes intro- 
duced in 1958 and 1959 respectively, and while growth 
was renewed in Spain before the end of 1961 and gathered 
momentum in the following year, in Turkey it proved 
more hesitant — ш part because of continued political 
uncertainties. Indeed, the Turkish economy stagnated 
until about the middle of 1962, and neither in that year 
nor in 1963 was the planned growth target of 7 per cent 
achieved.” 

Difficulties have also been experienced in Yugoslavia. 
The high rates of growth of earlier years could not be 
sustained in 1961 and 1962 and the economy expanded 
markedly slower than provided for in the 1961-1965 Plan. 
The development of new techniques in agriculture, and 
of collaboration between the private and socialist sectors, 
which had been a major feature of the years up to 1959, 
slowed down considerably. In addition to poor harvests, 
economic growth was influenced in this period by changes 
in commercial policy, involving the adoption of a unitary 
exchange rate and a process of gradual alignment of 
domestic to world prices. Concurrently, a reform of the 
credit system led initially to a sharp expansion of credit 
and excess investment demand which contributed to a 
serious deterioration in the balance of payments. For 
these reasons the price level rose sharply and there 
occurred a maldistribution of resources that obliged the 
authorities to take remedial action. 


The disturbances in its overseas provinces caused a 
capital flight from Portugal and a deterioration in its 
current balance of payments in 1961. Neither this, nor 
the consequent increase in military expenditure, involved 
more than a temporary departure from monetary and 
payments equilibrium, but there were adverse effects on 
investment and the rate of economic growth. In spite of 
efforts since 1962 to reconcile the priority of the war 
effort with intensified economic development, the expan- 
sion of the economy continues to be somewhat below its 
potential. 


12 For a comparison of the stabilization period and its aftermath 
in Spain and Turkey see the Bulletin, Vol. 13, No. 2, pp. 51-54. 
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The economy of Greece has expanded without any 
major disturbance and, since 1959, policy has concen- 
trated on speeding up industrialization and on meeting 
the opportunities and challenge implied in the association 
with the EEC. However, until quite recently, private 
productive investment had been sluggish and henceforth 
a higher agricultural output will call for greater invest- 
ment, now that the “easy” gains have been largely 
realized. Finally, in southern Italy, although a second 
stage has been reached and a decade of investment in 
infra-structure has laid a basis for industrialization and 
for a reorganization of agriculture, the gap in incomes 
between north and south has not diminished and the 
necessary capital and entrepreneurship still originate 
either in the north or abroad.** 


The year 1963 was an auspicious one for most countries 
of the region. In the first place harvests were generally 
good and in Greece agricultural output reached a record 
level. In Spain and especially in Yugoslavia the recovery 
from the former period of stagnation or relatively slow 
growth continued. In Turkey the 1962 revival continued, 
though below the ambitious rate set by the plan. Revenue 
from tourism in Greece soared, and private investors 
took greater interest in industrial development. In Cyprus, 
although the increase in the volume of national product 
in 1963 was below the exceptional rates of 9-10 per cent 
recorded in the two previous years, it was probably above 
the 5.5 per cent target set for 1962-1966. Moreover the 
public investment programme made a good start and 
tourism boomed.** 


13 Tt can be seen from the following official data that the gap in per 
capita incomes has widened despite a net migration from the south, 
between 1951 and 1962, of 1.9 million persons, of whom 600,000 
went to northern Italy: 


Annual rate of growth of real per capita gross domestic product 


(of resident population) 


Е Percentage 
Period 
North South Total Italy 
LOSISIOST. Me eases 4.8 35 4.5 
1958-1962 сю 7.1 5.1 6.8 
1951-1962. ие 5.6 4.0 5.3 


a4 According to unofficial estimates the increase in national 
product in 1963 was 6-8 per cent. 


2. AGRICULTURE 


(a) Crop patterns and yields, 
and conditions for further progress 


Annual fluctuations in agricultural output, particularly 
in key crops, have aggravated other economic difficulties 
at critical periods in Spain, Turkey and Yugoslavia.?* In 
1961, however, Greece, southern Italy and Cyprus enjoyed 


15 Ног example, such fluctuations handicapped recovery from 
stabilization in 1960 and 1961 respectively in Spain and Turkey, 
and they added to the other difficulties experienced in Yugoslavia 
in 1961 and 1962. In general the data in Table 1 of GNP exclusive 
of agriculture show, as would be expected, a rather smoother 
growth of output, though the effect of variations in agricultural 
income is present, even in these data, via their influence on the 
demand for the produce of other sectors. 


favourable weather and in 1963 (in contrast with most of 
western and eastern Europe) the harvest was, in general, 
good, with total agricultural output in Greece, cereals in 
Turkey and wheat in Yugoslavia all reaching new 
peaks.?° 

Indices which show changes in the gross domestic 
product of the agricultural sector are illustrated in 
Chart 1.17 Of particular interest is the extent to which 


1в The Greek record was achieved in the face of a poor wheat crop. 


"Рог various reasons this and the complementary series in 
Table 1 do not show identical movements. In particular, the national 
accounts data are for calendar, and the OECD series for agricultural 
years; and the former are calculated from national, and the latter 
from standard international, weights. There are also conceptual 
differences in the measurement of agricultural output. 
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CHART 1 


The development of agricultural production 
(Index numbers 1952/53 — 1956/57 = 100) 
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CHART 2. — Area, production and yield of selected crops in southern European countries 


GREECE PORTUGAL SPAIN YUGOSLAVIA 


1 Wheat р Maize 


3 Cotton 4 Tobacco 
(lint) 


Area — thousand 
hectares 


------ Production — 


thousand tons Sources: FAO, Production Yearbook (previously: Yearbook of Food and Agri- 


cultural Statistics, Part 1, Production); FAO, Monthly Bulletin of Agricultural 


Economics and Statistics ; OECD, Statistical Bulletins, Agricultural and Food 
Statistics, Paris 1962. 


оо Yield — quintals 
per hectare 


total output has been rising, after allowance is made for 
changes in weather conditions over the period and (given 
that changes in arable area must be marginal) for 
changes in the pattern of cultivation or yields of different 
crops or of livestock. As was pointed out in the SURVEY 
for 1959 these two questions are closely interrelated, and 
both individual crop yields and improvements in the 
pattern of cultivation depend on how current and capital 


inputs are combined as well as on farm structure and 
organization.?8 


In Greece, the improvement in yields in the fifties 
was achieved by use of improved seed and more fertil- 
izers, backed by agricultural credit and extension ser- 
vices, etc. The moderate increase in average yields in 
more recent years (see Chart 2) suggests that continued 
action on these lines alone will probably bring compara- 
tively small returns. Hence, further progress depends 
more on structural reform through farm consolidation 
and land improvement, which involves investment in 
irrigation and other public works; a basic premise of 
the Greek development plan is that the agricultural 
capital/output ratio will be higher than in the fifties. 


However, Greece and perhaps also Cyprus may be 
the only countries of the region to find themselves in 
this position. There is a prospect of a fall in the very 
high [COR (incremental capital/output ratio) in southern 
Italy, as the fruits of a decade of investment are pro- 
gressively reaped and other policies aimed at the reorg- 
anization of agriculture are put into practice. The present 
policy is to disperse investment in infrastructure less 
widely and to pay more attention to investment in 
marketing, extension services, co-operative organization, 
etc., so as to draw the maximum benefit from irrigation 
and other major investments already undertaken. 
Although the development plan of Turkey attaches major 
importance to agricultural investment, it is assumed 
that in the next few years significant progress in raising 
yields and improving crop patterns can be achieved 
by the application of modern techniques and relatively 
inexpensive improvements to the existing irrigation net- 
work. These expectations are generally true for Spain 
also, even though expenditure on irrigation and land 
consolidation rose sharply in 1963 and is to rise still 
further in the following years. 

As noted in the Survey for 1959, considerable 
advances in raising yields and total output were 
achieved in Yugoslavia through the application of 
modern techniques and the collaboration of private 
with state and co-operative farms. However, after the 
harvest of 1959, climatic conditions were less favourable 
in the following three years and yields fell. The diverse 
experience of farms during these adverse conditions 
according to whether or not they applied the new tech- 
niques lends some confirmation to the belief that, when 
properly used, these methods not only produce higher 
yields but also reduce annual fluctuations. However, 
the spread of these techniques has been largely confined 
to the more fertile regions of the country, and especially 
to the Vojvodina, where the greatest success has been 
achieved. It is less certain whether the returns in other 


18 See also the SURVEY for 1960, Chapter III, section 4 (c). 


areas, more typical of most of southern Europe, would 
be as great, although the full potential for raising yields 
by these methods may not yet have been exploited. 
The financial position of Yugoslav farmers during the 
1960-1962 period of poor crops limited expenditure on 
Inputs and investment and was undoubtedly one reason 
why the new techniques did not spread further. To 
remedy this, prices and the special premia paid to 
farmers were raised in mid-1962, certain of their markets 
were guaranteed and credit conditions were eased: these 
measures had favourable effects on sowings for the 1963 
harvest and on co-operation between the private and the 
socialized farm sectors. However, the fact that the 
farmers who do not yet collaborate in these policies 
generally have small holdings and obtain more than 
half their income from non-agricultural activities is a 
potential handicap for future progress, and the federal 
authorities are providing credit facilities for the acquisi- 
tion of such private farms by the socialized sector and 
for the establishment of new farming enterprises.?® 


There is a continuous improvement — within certain 
limits —in the pattern of crops in Spain, Greece and 
Turkey. In particular there has been an expansion of 
area and output of cotton (see Chart 2) which, especially 
on irrigated soils, is a high-value labour-intensive crop, 
as well as a valuable foreign-exchange earner for the 
last two countries. In addition it provides raw materials 
(cotton and cottonseed) for domestic industry and allows 
the introduction of a second crop, such as lucerne, into 
the rotation. The rise in cotton cultivation in Greece 
has, in part, been a response to special subsidies intro- 
duced in 1960 and raised in 1963 to encourage a shift 
from wheat production.” The development plans of 
both Greece and Turkey foresee further increases in 
cotton production and in the share of irrigated cotton 
in the total.2? Spanish production, on the other hand, 
which consists of short and medium staple cotton, more 
than suffices for home requirements of these varieties 
and stocks have been rising because of high imports in 
past years. Since no export markets can be found for 
the short and medium staple cotton unless it is subsi- 
dized, its cultivation is being discouraged by a reduction 
of the support price with effect from the 1963/64 season. 


Sugar-beet and pulses — the latter assisted by subsi- 
dies aimed at encouraging fodder production — now 
play a bigger role in crop rotation in Greece.”* Like 
cotton, sugar-beet serves both the agricultural (animal 
husbandry) and the industrial sectors, and beet produc- 
tion in Greece has progressively expanded since its 


19 See also section 6. 

20 The subsidy was raised from an estimated 8-9 per cent of the 
commercial value of unginned cotton to about 10 per cent. 

21 In Greece the cotton area more than doubled between 1955 and 
1962, and the irrigated share rose from 40 to over 70 per cent. In 
the next ten years cotton output will again more than double and 
rise from 5 to 9 per cent of total agricultural production, as a result 
of both higher yields and an increased area. In Turkey output is to 
rise by one-third between 1962 and 1967, with most emphasis placed 
on a rise in the irrigated proportion from the present 38 per cent to 
57 per cent of a largely unchanged total cotton area. 

22 Introduced in 1959, the subsidy was first limited to fodder crops 
(such as pulses) that specifically replace wheat but has since been 
extended, at a reduced rate, to all area under fodder. 
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inception in 1961. A second and third refinery will 
become fully operative in the next two years and will be 
able to supply from domestic-beet about three-fourths 
of domestic sugar requirements.” Following an improve- 
ment in export prices (partly due to crop damage in 
competing countries) and the clearing of stocks, former 
restrictions on tobacco cultivation in Greece have been 
eased and the area planted in 1963 was the largest for 
six years. Although Greece has not been accorded 
unlimited access to the EEC market, and tariff quotas 
have now been accorded to Turkey, the terms of its 
association with the EEC offer the chance of an expan- 
sion of exports to that area. 


There do not appear to have been any other important 
changes in crop patterns and, in particular, the area 
devoted to wheat in the region has on the whole remained 
unaltered. Given the demographic pressures in Turkey, 
no early reduction of the wheat area is practicable, but 
in Greece, where such a reduction has been sought, 
success has been rather limited and this appears to be 
partly related to the need for greater structural change 
and public investment noted above.”* 


(b) Agricultural policies 


Prices and credit 


The immediate aims of agricultural policy in southern 
European countries have remained unchanged and where 
new policies have been adopted in recent years they 
have usually sought to bring about a switch to intensive 
and/or high-value crops and an increase in output of 
livestock and fodder.?® The importance of selected seed 


23 This situation contrasts with that in Turkey, where further pro- 
duction of sugar-beet has had to be discouraged by the reduction of 
subsidies and support prices in view of the considerable expansion of 
area up to 1960 and the need to dispose of export surpluses at a loss. 
From 203,000 hectares in 1960 the area under sugar-beet had fallen 
to 126,000 hectares in 1962, that is, to about the 1956 level. It is 
intended that land thus returned to fallow should be used for the 
production of pulses. 


24 The wheat area did fall in the 1960/61 season (by 8 per cent) 
following lower support prices and subsidies for other crops, but 
was then stabilized. The substantial drop in the area sown to wheat 
in 1962/63, in favour of cotton, appears to have been due more to 
the poor 1962 winter than to the higher cotton subsidy, since winter 
wheat sowings in 1963 were about 20 per cent above those of 1961. 
(Cf. Greece Today, January 1964.) 


25 Such changes are welcomed not only as a means of increasing 
agricultural income and effective employment and of providing for 
the growing requirements of urban consumers and industry, but also 
for their role in export earnings. Increased emphasis on this aspect 
can be detected not only in Greece, Turkey and Italy, with their 
more favourable export prospects in the EEC area, but also in other 
countries of the region. While industrialization should lead to a 
greater diversification in exports, the opportunities arising from a 
more efficient cultivation of traditional export crops should not be 
neglected, particularly where, as in the case of citrus fruits, total 
demand may be expanding or, as with tobacco, individual countries 
may succeed in increasing their share of a less dynamic market. 
Frequently the heavy costs of irrigation will only be justified in such 
circumstances. In this connexion it may be noted that in the area to 
be irrigated in the Alentejo basin of Portugal the aim is to change 
the emphasis from the cultivation of wheat to fruit and vegetables. 
Technical advice is being sought, through EFTA, on the most 
suitable crops and on problems of distribution, cold storage and 
refrigeration. (Cf. EFTA Bulletin, December 1963.) 


and fertilizer and the need to disseminate the knowledge 
of new techniques through extension services and to 
improve the provision and allocation of credit are now 
generally recognized, and are reflected in the policy 
assumptions of the Greek, Turkish and Spanish plans. 


The problem of small-farm debt in Portugal became 
critical in 1963 and emergency measures (including a 
partial moratorium and advances from official sources) 
had to be taken. As part of the policy of making avail- 
able a higher volume of long-term capital to agriculture, 
the resources placed at the disposal of the Agricultural 
Improvement Fund for disbursement in 1964 have been 
considerably augmented. In accordance with the policy 
of increasing agricultural credit in Turkey, the paid-up 
capital of the Agricultural Bank was raised in 1963 and 
closer control is to be exercised over the use of loaned 
funds.?® Extension of credit— in some cases in kind — 
will be conditional on the use of land for appropriate 
crops and the proper employment of machinery and 
fertilizer. The Spanish credit reforms of 1962 and 1963 
were of special relevance to agriculture. A National 
Agricultural Credit Bank was established in place of the 
former National Service for Agricultural Credit and 
enjoys a wider field of operation than the former Ser- 
vice.?? Interest charges on both medium- and long-term 
loans for agriculture in Greece have been progressively 
reduced and other terms of repayment eased.”* 


In addition to longer-term investment programmes for 
irrigation, forestry, land improvement and consolidation 
and resettlement etc., which have been speeded up in 
some countries — notably Spain, Greece and Cyprus — 
there have recently been a number of policy measures 
or programmes to stimulate improvements in land use 
and farming practices. However, while much has been 
done in Spain to deal with the problem of the large 
number of small farms — а new decree was enacted for 
this purpose in January 1964 — there has been no notable 
progress in the reform of the large agricultural estates. 
According to the 1962 census of agriculture, about one- 
half of the agricultural area consists of farms of over 
100 hectares, and one quarter of farms over 1,000 
hectares. At the opposite end of the scale, about 7 per 
cent of the total area is split up into 1.8 million small 
units. 


26 An export fund for fresh fruit and vegetables was established 
at the end of 1962 within the Agricultural Bank to promote stan- 
dardization; it will provide short-term loans at 4 per cent interest. 


27 Subject to an absolute ceiling, the Bank may grant credits for a 
maximum period of 12 years to finance up to 70 per cent of new 
investment projects; interest charges vary from 3.75 to 5 per cent. 
Furthermore, savings banks are now authorized to lend part of 
their funds to the agricultural sector. These reforms are largely 
based on recommendations of the IBRD. 


28 Interest charges on irrigation projects and on credit used for the 
purchase of livestock were reduced to 2 per cent in 1960 and, in 
December 1963, the rate for other medium- and long-term loans 
was cut from 7 to 4 per cent; reductions were also made in the rate 
for cultivation loans, etc. However, in 1962, medium- and long-term 
loans of the Agricultural Bank fell short of the approved programme 
and a note of caution has been issued against any further substantial 
increase in loans that do not give rise to a fuller exploitation of 
irrigation and other land reclamation projects, or otherwise increase 
panel?! (Bank of Greece, Report for the Year 1962, Athens, 


ee 


ci eae Е of August 1962 instituted 
м ое ing and for fruit production. 
ee peau os eee to encourage the culti- 
т и of feed crops and to extend the 

: overnment has indicated that it is 
ready to make the grant of facilities for wheat sowing 
dependent on stock-breeding and fodder production.2 
The livestock and fodder campaign involves the import 
of pedigree stock, public and private expenditure on the 
distribution of seed and fertilizer, the provision of cheap 
credit and equipment and the construction of silos. As a 
further incentive to greater livestock production beef 
рисез were raised; prices for hard wheat, barley and 
milk were also increased to encourage greater production 
for home demand. In Spain the former policy of ensuring 
а minimum wheat acreage in order to provide adequate 
domestic supplies in a period of autarky and foreign 
exchange shortage was abandoned in 1962, and the 
production of more feed grains and fodder crops en- 
couraged. In the search for greater efficiency in the 
production of cereals, and especially wheat, farmers are 
being induced to form co-operatives which are then 
accorded loans and special credit facilities and gifts of 
seed and fertilizer. 

A change in the pattern of agricultural output requires 
selective price support and subsidies with a view especial- 
ly to reducing farmers’ dependence on a single crop 
(particularly wheat) and encouraging where possible 
integrated crop and livestock farming. On the other 
hand, a general rise in farm prices relative to other 
prices will result merely in a transfer of income to the 
farm sector, unless the terms of trade between agriculture 
and other sectors were formerly so unfavourable as to 
discourage higher output.°*° 

The Greek authorities have experimented most with 
price policy and production (as distinct from income) 
subsidies as a supplement to the credit and other 
measures noted above. Subsidies for growing cotton and 
other crops (instead of wheat), for veal and for cows’ 
milk (introduced in 1963), fruit and vegetables and for 
stockbreeding were estimated to amount to 340 million 
drachmas in 1963, or about 1 per cent of value added in 
the agricultural sector. Greek experience in this field, 
however, suggests that — partly for reasons of organiza- 
tion and structure — changes in response to price and 
subsidy incentives do not necessarily take place quickly. 
Moreover, social and political considerations have limited 


29 Preamble to decree law 44571 of 12 December 1962. 


80 А typical example of action to expand output through an 
improvement in the relative position of the farming sector was the 
increase in prices received by Yugoslav farmers in 1954, when forced 
collectivization and compulsory deliveries were ended. Similar action 
in 1962, when prices of farm products in Yugoslavia were raised on 
average by some 18 per cent, was likewise motivated by the unfavour- 
able terms of trade of agriculture, vis-a-vis other sectors, which 
tended to discourage greater expenditure for the spread of new 
techniques. The prices of feed grains, fodder crops and wheat were 
raised in Spain in 1963, but from the detailed regulations it is difficult 
to judge the extent to which wheat prices might lag behind the others. 
This increase in farm prices was essentially a consequence of the 
general rise in prices and urban incomes in Spain (see section 5). 
But for some products, notably sugar-beet, it also reflected farm 
pressure to improve the relationship of prices of inputs and outputs 
and thus partly to redress the deterioration which had taken place 


in recent years. 
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the pace at which governments in general can abandon 
the traditional policy of supporting wheat farming.** 


The impact of the EEC on policies 


In the long run, agricultural development in both 
southern Italy and Greece (and eventually in Turkey 
too) will be affected by integration into the European 
Economic Community or participation in its customs 
union. Preferential access to the EEC should give these 
countries a slight advantage over others in the case of 
such commodities as citrus and other fruits, wine and 
tobacco, though the market for fruit in the EEC is 
expected to grow fast enough to accommodate rising 
imports from third countries, in particular Spain, also.” 
Thus, in the long run, the present policy of encouraging 
higher productivity in these sectors and higher output 
for export (as well as for an expanding domestic market, 
especially in Italv) is appropriate in the southern Euro- 
pean countries. Furthermore, the gradual loss of the 
special privileged position which French North Africa 
held in the French market opens up new possibilities 
for these countries.*? 

The position of import-competing products, especially 

of livestock, is rather different. By the agreement of 
association, Greece is expected to “ harmonize ” (product 
by product) its agricultural policy with that of the EEC, 
within a period of twenty-two years, but the Athens 
Agreement does not spell out the implications of this 
objective. Southern Italy is not protected from food 
or other “imports” from the north and Italy is com- 
mitted to a unified EEC agricultural market by 1967. 
The establishment of the common agricultural market 
may imply a common price level for some products 
(especially beef and dairy produce) which would hamper 
the expansion of domestic output in southern Italy, but 
it is not possible to determine the extent to which this 
will accentuate the regional disparity in farm incomes 
which results from the greater agricultural efficiency 
of northern Italy. The long-term prospects for Greece 
are more uncertain still. The specific commitments to 
the Six so far entered into imply merely a displacement 
of imports from third countries for products of which 
Greek output is negligible in relation to total domestic 
demand. However, should larger EEC agricultural sur- 
pluses emerge, the determination of future Greek import 
obligations could become contentious. 
_ м As noted above, support prices for wheat in Greece were 
lowered for one year, but they were then restored to their former 
level; the Government is under constant pressure to raise them 
further. In Cyprus, the wheat subsidies reached such proportions 
by 1962 that the government was obliged to consider remedial 
action, but despite an acceptance of the need for a change of policy 
the decision to reduce the price of wheat paid to farmers was not 
reached until 1963 —in time for the autumn sowing season. The 
reductions will vary according to the size of deliveries and, to help 
the smallest farmers, a minimum quantity will continue to be 
purchased at existing prices. 

32 United Nations Conference on Trade and Development, op. cit. 
This document examines the agricultural arrangements in the 
agreement of association between Greece and the EEC and assesses 
the potential advantages for Greece. There is no particular advantage 
to Greece in the case of cotton, where the EEC tariff is zero, and even 
the preferential EEC market for oriental tobacco may yield only a 
moderate expansion of exports. 

33 Ibid. 
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3. INDUSTRY 


(a) Growth and structure 


The course of industrial output 


Taking the period 1959-1963 as a whole, the growth 
of industrial output was fastest in Yugoslavia, where 
it averaged 11 per cent per annum, and was of the 
order of 6-8 per cent in other countries except Turkey, 
where a relatively low average rate was recorded. 


Industrial production in southern Europe 
Percentages 


Index of industrial production 


1959 1960 1961 1962 1963 1959-1963 
A 
county, Change over previous year ‘annual 
increase 
СС 5 45 6 6 es 9.9 7.3 4.7 7.4 7.3 
То 5 6 6 6 5.0 11.4 el 4.0 4.0 6.7 
В Ио pens is ae 17.6 8.3 7.8 11.15 
4 оон оо 4.1 1.6) —=0:4 11.0... 3.9¢ 
Yugoslavia 15 5 7.3 6:8 iS) 165 


Volume of industrial gross domestic product 


1959-1962 
Average 
annual 
increase 
“Я бобров И 
Rortucal ов оъб 6.9 
рае edo S 6 4.3 
ТЫ Осы, ров в ae 4.2 
MAURO EMEY 5 5 6 5 9.1 
Southern Italy . .. 8.1 


Sources : National statistics. 


Note. — Output measured by gross domestic product has a wider coverage 
than that of the index of industrial production. The index excludes the output of 
the handicraft sector and is based on series for the physical output of a number of 
commodities that may not be representative of industry as a whole. 


@ The index of industrial output covers manufacturing only. 
b 1960-1963. 
с 1959-1962. 


Demand for consumers’ goods in Turkey, such as 
food and textiles, which constitute a large proportion 
of output, and for mining (as a result of poor export 
demand) was weak for a protracted period, but showed 
signs of recovery in the latter part of 1962. Output in 
Spain, on the other hand, had already begun to recover 
in 1961 from the effects of the stabilization programme 
and has been expanding fairly regularly since. The 
growth of Greek industry slackened in 1959, partly 
reflecting two years of heavy stock accumulation (par- 
ticularly of textiles) but, in general, the expansion of 
industrial output during the period has been rather 
steady. In Portugal the rate of increase of industrial 
output has slackened markedly since the latter part of 
1961. This has occurred partly because of lower agri- 
cultural incomes in that year, but also because public 
investment fell. Taxes were raised to finance higher 
government expenditure arising from the emergency in 
Angola and aggregate domestic demand actually fell 
slightly in 1962. A revival of demand in 1963 has not 


been reflected in a faster growth of industrial output. 
The pace of expansion in southern Italy does not yet fully 
reflect the accelerated investment of the last three years 
but the fruition of some major new industrial projects 
and the advent of the first real returns to the investment 
in industrial infrastructure presage a more rapid expan- 
sion in the near future.** 

The very impressive growth of industrial output in 
Yugoslavia between 1953 and 1960 of nearly 14 per cent 
per annum was not maintained in 1961, and recovery 
did not set in until the middle of 1962, so that in both 
these years a growth of only 7 per cent, against a planned 
13 per cent, was achieved. The causes of this slowdown 
were the restrictive credit policy pursued by the authori- 
ties to correct imbalances that had arisen in both the 
domestic and external sectors — in turn associated with 
the foreign exchange reform and an earlier excess of 
investment demand — and the levelling off of demand 
resulting from the stability of agricultural incomes.** 
By 1963 industrial recovery was complete, and manu- 
facturing output rose by 16 per cent between 1962 and 
1963, compared with a planned rise of 10 per cent. 


Structural change and new industries 


As can be seen from Table 2, expansion has generally 
been fastest at the “ heavy ” end of the industrial range, 
in the electricity, metal-making, metal-using and chemi- 
cals industries. However, after allowing for the fluctuat- 
ing fortunes of different industries in different years 
there is little trace of any basic change in the industrial 
structure in this relatively short period.** Nonetheless, 
some progress may be noted in all countries in the 
manufacture of new products (especially in Greece and 
southern Italy, where the industrial base had been very 
narrow), or in increasing the scale of output of others.*7 


Heavy industry and the production of basic materials 
predominate among the newer industries or industrial 


34 See Table 1. A special inquiry carried out by the Cassa per il 
Mezzogiorno in June 1960 in factories for which it had provided 
special credit facilities revealed that, while in 1953 it required about 
six years for a capacity utilization of 80 per cent to be achieved in 
new factories, by the end of the fifties it took only two to three 
years. (Cassa per il Mezzogiorno, Dodici Anni 1950-1962, Bari 1963, 
Vol. I, p. 280.) 


35 Some sectors were consequently confronted with changed 
consumer preferences to which they could not respond with existing 


capacity. For a more detailed analysis see the Bulletin, Vol. 13, 
No. 2. 


rs Furthermore, the indices may not adequately take account of 
(Ш they include at all) newer industries. Even allowing for this 
factor and taking a longer period such as the last ten years, major 


structural changes in industry can be said to have taken place only 
in Yugoslavia. 


* The illustrations which follow refer to the manufacturing 
sector. A rise in the demand for electricity is closely linked with the 
development of industry and the growth of national product and 
in all countries capacity is expected to expand at a continued high 
rate; in 1963 Cyprus and Malta secured loans from the IBRD for 
this purpose. Electricity shortages, which were formerly frequent 
in Spain, have now disappeared, but regional load-shedding has 
been frequent in Turkey owing to deficiencies in the productive 
and distributive network, particularly in municipal power plants. 
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TABLE 2 
Composition and growth of industrial output by sectors 


Percentages 


Annual Share in total 
growth industrial output 
Greece ть 1959 1963 
О а ел ИЗ 100.0 100.0 
of which : 
Mining о ct ie 2.9 5.3 4.5 
Metal-making. . .... 14.6 1.5 2.0 
Metal-using д eee, у 11.4 13.3 15.4 
Chemicals Se тм, 9.4 11.7 12.7 
Textiles оо рю oer 7.0 10.8 10.7 
Food, drink and tobacco. . . 4.2 20.0 17.8 
Electricity’ «set ch ce 8.7 7.3 МЫ 
Portugal pees 1958 1963 
СВ ао о 6.1 100.0 100.0 
of which: 
Mining SP he area ae ees —3.1 2.0 1.3 
Metal-making, metal-using . . 8.0 10.7 11.7 
Chemicals’... 5 oT Apes 7.4 Ife) 7.6 
Textiles, clothing and shoes. . 4.9 32.8 31.0 
Rood and ан. . . % « « > 18.4 Пт 
ее со с pists. ie 14.1 6.5 9.3 
$ 1960 
Spain to 1963 1960 1963 
A Ota le Were tle ee he DART 100.0 100.0 
of which: 
LAST Fae ml Ps ota: alle ls —0.8 7A 5.0 
Metal-making’;:/<. а. 13.1 9.6 10.1 
IMetal-using alos bom yan sh sale 22.4 15.2 20.3 
УЕ Под acs ca (oy) es 10.5 1155 11.3 
О en? 4.8 9.3 7.8 
Food, drink and tobacco. . . 6.4 13.5 11.8 
Hieetricity and 22%... .. 9.8 9.4 9.1 
1958 
Turkey to 1962 hae) 1962 
Па: shee wes si 4.0 100.0 100.0 
of which: 
О рН «ОНО АБР 0.5 32.3 28.2 
IMetal-making’, о. » « 4.4 6.0 6.1 
Food, drink and tobacco. . . 4.2 18.2 18.3 
Electricity, ей Ван = 11.4 12.4 16.4 
Yugoslavia о 
Total . 100.0 
of which : 
Мина. . 4.5 
Metal-making . 11.2 
Metal-using. . 27.4 
Chemicals . “ha 
Еее ве аа ви 13.5 
Food, drink and tobacco. . . 9.7 
Electricity ох a2 


Sources and methods : The composition of output in the base year is derived 
from the value added in each industrial sector. (Sources : SURVEY for 1961, Part 2; 
Greece — National Accounts of Greece, 1960; Spain — Anuario Estadistico, 1962.) 
For 1963, index numbers of industrial production have been applied to the value 
added in the base year and hence do not allow for changes in relative prices. 


complexes and in those now being completed. In Turkey 
the capacity of the steel industry has been substantially 
enlarged; modern blast furnaces have been brought into 
operation in Greece; and production in modern steel 
complexes is beginning in southern Italy’s first plant at 


Taranto, and also in Portugal. Capacity for oil refining 
and nylon manufacture sufficient to meet present domes- 
tic requirements is now installed in Turkey and exten- 
sions of refinery capacity are under way in Spain and 
Portugal; refineries have also been completed in Greece 
and southern Italy (Sicily), and a second Greek refinery 
is envisaged. The manufacture of fertilizers (based on 
local lignite deposits in Greece) and the establishment 
of petro-chemicals complexes are other typical features 
of industrial innovation in the region, especially in 
Greece and Portugal.** 


The creation of large units has not been confined 
to the “ heavy ” or producer-goods industries. In Greece, 
for example, large projects recently completed or 
scheduled for implementation include a juice-processing 
and canning plant (inaugurated in 1963), a cotton-ginning 
and cotton-spinning complex, and capacity for the manu- 
facture of porcelain, cosmetics and sewing machines. 
Vehicle assembly has been started or expanded in 
Greece, Portugal and Turkey and capacity for car pro- 
duction is being enlarged in Spain.** 

Many of these new enterprises, frequently established 
because they are essential for industrialization, or for 
reasons of import saving or export diversification, are 
capital-intensive, so that the additional employment 
created is small in relation to the investment outlay. 
Furthermore, increased output from existing plant has 
often resulted from improved plant organization and 
better use of the existing labour force — 1.е. from higher 
labour productivity — rather than from additions to 
the labour force. This seems to have been the case in 
Spain and Turkey.*° In Yugoslavia, on the other hand, 
the rise in employment between 1957 and 1960 was 
greater than in labour productivity (continuing the 
earlier trend, though less markedly) but the latter has 


38 The petro-chemicals complex written into the 1964 programme 
will be the biggest single investment project in Turkey since the war. 
Production of aluminium based on local bauxite deposits will begin 
in Greece in 1963, and in Turkey, based partly on newly-discovered 
local deposits, somewhat later; it is also to be expanded considerably 
in Spain. An important new private project in Greece is that of the 
Pappas-Esso-Kellogg group for an industrial complex comprising 
an oil refinery, ammonia plant, steelworks, petro-chemicals and 
other units. The establishment of a fertilizer plant and an oil 
refinery is under consideration in Cyprus. The shipbuilding and 
repair industry in Greece and Yugoslavia has developed further. 
In 1962 more than two-thirds of ships under construction in Yugo- 
slavia were for export and domestic output of most types of steel 
sheet and plate should be sufficient to meet all the industry’s needs 
by 1966. 

39 In Turkey a third assembly plant for lorries has been approved 
and in Portugal import quotas for cars have been strictly limited 
since 1963 to favour domestic assembly with a rising share of home- 
produced components. 

40 Industrial production in Spain in 1961 was above the pre- 
stabilization level of 1958 but in most sectors total hours worked 
were lower and total employment probably fell even more than the 
sample statistics of the Syndicate Organization show, since many 
small workshops, not adequately covered in the sample, had to 
close down. Industrial employment does not appear to have risen 
substantially since 1961. The monthly indices of the National 
Institute of Statistics (Indicadores Econdmicos) suggest that total 
man-hours have even fallen slightly, but according to the Ministry 
of Industry the 8 per cent rise in the value added by industry in 
1963 (at constant prices) was due to an increase in employment 
of 2-3 per cent and in productivity of about 6 per cent (Ya, 
29 January 1964). 
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now taken the lead — especially in 1963 — partly as a 
result of management reforms which have encouraged 
a more critical appraisal of labour costs and require- 
ments,** 

Because of the emphasis on the need for increasing 
efficiency and reducing costs, especially in export indus- 
tries, it may be unavoidable that the growth of manu- 
facturing industry should depend on the creation of 
large units enjoying economies of scale and absorbing 
relatively little labour. Even in countries with a sub- 
stantial surplus of manpower the objective of encou- 
raging the adoption of more labour-intensive techniques 
“cannot often be reconciled with the facts of modern 
technology and with the overriding objective of keeping 
total unit costs low ”.4? At the same time it is important 


that large industrial units should not exist in isolation. 


and that the establishment of smaller units which could 
supply materials or services to these larger ones or 
cater for secondary local or national markets be 
encouraged.** 

Nevertheless, as long as industrial growth proceeds 
on a relatively capital-intensive basis, the contribution 
that industrialization can make to the absorption of 
surplus labour is limited and an expansion of employ- 
ment will occur more as a result of the secondary impact 
of industrialization in the service and other sectors.** 


(b) Policies for industry 


Industrial policies pursued in southern Europe in 
recent years have been dominated by two major con- 
siderations. First, it is generally agreed that, over the 
widest possible range, investment and price decisions 
in the manufacturing sector are in principle the responsi- 
bility of the private sector;** the role of the state is 


41 Increases in productivity and employment in industry in Yugoslavia 


Percentages 
1956-1960 1961 1962 1963 
(Annual average) (Increase over previous year) 
Employment... . 8 4 2. 4 
Productivity .... 5 3 5 12 


42 Economic Surveys by the OECD: Portugal, Paris, June 1963, 
Dao: 

43 A particular obstacle in southern Italy is that cheaper supplies 
can generally be “ imported ” from the north. In all countries the 
advantage of protecting domestic suppliers against imports has to be 
weighed against the cost implications for the final product, especially 
where this is exported. 

In connexion with possibilities of “ induced industrialization ” 
see also P. N. Rosenstein-Rodan, “ How to Industrialize an Under- 
developed Area”, in Regional Economic Planning, OEEC/EPA, 
Paris, 1961. 

44 To sacrifice cost reductions in order to achieve a faster growth 
of industrial employment in Greece would appear particularly 
inadvisable, in view of the finding that there may no longer be a 
general labour surplus by 1972. Studies of the Greek economy have 
also emphasized the importance of policies that concentrate on 
exploiting the full potential of smaller-scale industries, especially 
those based on agriculture—in order to improve productive 
efficiency rather than to raise employment. (A. G. Papandreou, 
A Strategy for Greek Economic Development and G. Coutsoumaris, 
The Morphology of Greek Industry, Center of Economic Research, 
Athens, 1962 and 1963.) 


Вт Yugoslavia, industrial enterprises are all publicly owned, 
but the planning mechanism now admits more freedom of decision 


mainly limited to the provision of a suitable infrastruc- 
ture, to social development expenditure and to the pur- 
suit of economic policies which implement the general 
objectives of the plan, and to inducing the private sector 
to conform to them.**/*” 

In the second place, policies attach much greater 
importance than hitherto to economic relationships with 
the outside world in order to obtain technical and 
financial assistance and to achieve a more efficient allo- 
cation of domestic resources. In the following sub- 
sections, the problems and implications arising from 
this exposure of the economies — and more particularly 
the industries — of southern Europe to greater internal 
and external competition, and the question of the respec- 
tive roles of the private and public sectors, are 
examined.*® 


Stimulating industrial efficiency and productive 
investment 


(i) The importance of exports *° 


The emphasis on the need to raise exports derives 
partly from the reorientation of policy noted above and 
partly (as in Greece) from an attempt to achieve a scale 
of production larger than can be supported by the 
domestic market alone. Therefore, development policies 
seek to promote a structure of industry and of industrial 
enterprises that is favourable to exports and to encourage 
production at competitive costs. In the revision of the 
original long-term programme of Greece (1960-1969), 
emphasis was switched from the promotion of import- 
saving projects to the establishment of industries with 
an export potential, and since 1961 the overriding 
criterion for determining public assistance to, or en- 
couragement of, private industry has been the prospects 
of exports. A similar approach may be found in the 
new Spanish development plan. In Turkey, on the other 
hand, while the need to raise exports is fully recognized, 
such is the position of the present and prospective 
balance of payments and of the level of development that 
a considerable degree of protection of domestic industry 
and of import substitution “may, given the circum- 
stances, be the only way open to the Turkish authori- 
ties ”.°° Indeed, the only question is whether import 
substitution can be effected as quickly as the plan 
assumes. 


on the part of enterprises and places a greater reliance on the market 
for the allocation of resources, within the general directives of the 
plan. (See the Survey for 1962, Part 2.) 


“6/47 A high priority for social development expenditure is every- 
where accorded to education and manpower training (see section ЗЕ 
Planning of this kind has come to be known аз “ indicative ” 
planning. 

a The extent of this change of policy in different countries was 
mentioned in section 1. The implications for Greek industry of 
the association with the EEC are discussed by Papandreou and 
Coutsoumaris (op. cit.). 


“ As a result of the former policies pursued in Spain and Turkey, 
the volume of exports declined during most of the fifties in the latter 
country and, for several years, was little changed in Spain. 


°° Economic Surveys by the OECD : Turkey, Paris, May 1963. 
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Of course, short-term export promotion should not 
be neglected, so long as it does not detract from the 
more fundamental problems.5* This has recently been 
tackled in most countries by such measures аз the 
тетоуа] of administrative bottlenecks, the organization 
of market research and sales promotion, and preferential 
fiscal or credit treatment. Export procedures have been 
simplified in Greece, Turkey and Spain, and various 
administrative charges abolished; in the latter country 
this has involved the scrapping of the majority of the 
export controls needed during the former period of 
auiarky. Exemption from various indirect taxes and 
social security charges have been granted for some time 
to export enterprises in Greece and similar measures 
have been enacted more recently in Spain and Turkey, 
where export credit conditions have also been eased.°? 
Since 1962 the progressive reduction of interest rates 
on medium- and long-term loans in Greece has conferred 
special benefits on enterprises exporting a stipulated pro- 
portion of their output; ** and tax deductions of up to 


4 per cent of gross export receipts are allowed to 
exporters. 


(ii) Modernizing the industrial structure 


“Opening up” the economies to the fullest extent 
compatible with a satisfactory balance of payments and 
the protection of infant industries has been accompanied 
by measures aimed at modernizing industry and stimu- 
lating private productive investment. Such policies in- 
clude administrative and other measures to raise in- 
dustrial efficiency and to encourage a strengthening of 
the industrial structure by means of amalgamations and 
capitalization schemes. Fiscal and credit policies and 
the creation of special institutions have all played a role; 
tariff policy and incentives offered to foreign capital 
have been other important tools. 


The change from a restrictive policy, while especially 
marked in Spain, has also been far-reaching in Greece. 
In both countries hindrances to mergers and the forma- 
tion of limited liability companies have been progres- 
sively removed since 1959, and in Greece since 1961 
formalities for setting up new plant have been consider- 
ably simplified.** In Spain many of the controls on 


51“ Tt js essential to come to understand that an efficient export 
sector cannot be grafted upon an inefficient economy.” (А. С. Papan- 
dreou, op. cit., p. 105.) 

52 In Spain the reimbursement of indirect taxes authorized by the 
laws of December 1959 and July 1961 has been extended and, in 
Turkey, a decree of December 1963 implements a similar decision 
of principle, limited for the time being to textile manufactures. 


58 This proportion will rise progressively between 1962 and 1966; 
even lower interest rates apply if exports reach specified proportions, 
above the minimum. 

In Yugoslavia export premia of 10, 20 and 32 per cent (depending 
on the commodity) have been granted since 1961, when multiple 
exchange rates were abandoned. Currently they apply to 40-50 per 
cent of total exports, mainly at the 10 per cent rate. The average 
export subsidy is certainly lower than before 1961, and the present 
subsidies (designed to help certain industries during a transitional 
period) are gradually to be abolished. rey 

54 Licences are no longer required for plant modernization or 
expansion nor (under certain conditions) for the esta blishment of 
new industries; but there appears to be scope for further liberaliza- 
tion. (See Bank of Greece, Report for the Year 1962 (pp. 17-18), on 


investment and on the establishment of new enterprises 
have been scrapped as a prelude to the new development 
Р1ап,°° and fiscal legislation in 1963 was designed to 
encourage greater co-operation between industrial units 
retaining their separate identity.°* In 1960 the limit 
above which prior authorization for investment in new 
plant or the expansion of existing plant was required 
was raised; during 1962 and 1963 it was considerably 
increased and, finally, removed altogether for most 
sectors. On the other hand, under this new policy, 
authorization is required in many sectors if the size 
of the proposed plant does not reach a certain minimum 
— а minimum however, which often seems to be rather 
high—in an attempt to encourage the creation of 
technically efficient units. Given the present leaning 
towards the creation of more competitive conditions 
and towards the critical appraisal of government assist- 
ance and tariff protection, such restrictions may be un- 
necessary — and even harmful, if their operation should 
result in stifling enterprise. 


A further important change of policy in Spain relates 
to industries of “ national interest ”. Firms in industries 
designated as essential for national defence or self- 
sufficiency have hitherto enjoyed special privileges, such 
as lower taxes and customs duties, but the criteria of 
selection were not clearly defined and left much to 
administrative discretion, including the different degrees 
of privilege enjoyed by different firms within a given 
industry. By decree of December 1963, tax privileges and 
customs exemption on imports of capital equipment and 
other advantages will henceforth be accorded (on a 
national basis) to entire industrial sectors, or else to 
industries in certain areas, instead of to individual 
firms.*" 


(iii) Special institutions for industry 


In order to stimulate private productive investment 
and reduce costs, special institutions for industry have 


the need for minimizing procedures for all kinds of licensing.) 
The possibility of establishing a single comprehensive licence, 
covering all indispensable authorizations, is under study. 


55 Contrary to the expectations aroused by the decree of November 
1962, which laid down the preliminary measures for the implementa- 
tion of the development plan, many controls on industry have been 
retained. 


56 | aw 196 of 28 December 1963 (complementing that of December 
1957 relating to mergers). Small and medium-sized firms are encour- 
aged to join together, whilst retaining their separate identity, for 
such purposes as expanding, modernizing and rationalizing plant; 
the joint purchase and use of machinery; sales promotion and 
technical research. The tax liability of the units which result from 
such joint operations will hardly exceed that which would arise if the 
enterprises continued operating completely independently. 

Special mention may be made of the law of August 1963, imple- 
menting proposals made by the cotton industry, in collaboration 
with the plan commissariat, for its reorganization. Preferential 
fiscal and credit treatment is to be accorded enterprises which try 
to reduce unit costs by pooling their resources, enlarging their 
capacity, or scrapping obsolete equipment in favour of new machin- 
ery. Loans for eight years, for up to 80 per cent of the cost of invest- 
ment, will be granted at 5 per cent interest. A similar plan has been 
approved for the woollen industry. 

57 For a discussion of the distorting effects of the previous policy 
and of the obligation on such industries to purchase domestically- 
produced supplies, see the report of the IBRD, op. cit., pp. 340-342. 
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often been set-up either to provide long-term credit on 
suitable terms or to engage more actively in the promo- 
tion of new industrial enterprises. The Industrial 
Development Corporation of Greece, constituted in 1960 
with capital provided partly from public funds and 
partly from the commercial banks, is particularly con- 
cerned with the latter aim. Its functions are: to set up 
new companies, alone or in association with others, or 
to contribute to the expansion of the share capital of 
existing companies; to prepare plans and programmes 
and provide technical and financial assistance to these 
and any other companies which contribute to industrial 
development.*® 

In Spain the Industrial Credit Bank has been extend- 
ing its activities with funds provided from the budget 
and the sale of investment bonds. In 1963 the Industrial 
Development Bank of Turkey enlarged its share capital, 
for the first time since 1953, with the help of a 15 per 
cent participation by the International Finance Corpora- 
tion, and these resources have been supplemented by the 
creation of an Industrial Investment and Credit Bank 
with funds provided jointly by the Treasury and a con- 
sortium of private banks. Like the Industrial Develop- 
ment Corporation in Greece it will make medium-term 
loans to the private sector and participate with other 
financial institutions in the share capital of industrial 
undertakings.*° 

In Portugal the National Development Bank, founded 
in 1959 with a majority of public capital but a minority 
of public voting power, is a major instrument for 
channelling long-term investment into plan-approved 
projects and for securing the participation of foreign 
capital; and a new Economic Development Fund is to 
be set up for public financial assistance to private firms 
or direct participation in their establishment. 

In Cyprus a Development Corporation with capital 
provided jointly by the Government and by shares sold 
to the private sector with a guaranteed dividend came 
into existence in 1963 under, initially, foreign manage- 
ment. Creation of a Development Corporation to finance 
industry is being actively considered in Malta. 


(iv) Fiscal incentives 


Fiscal incentives for industry, such as accelerated de- 
preciation and investment allowances and tax waivers, 
have been fairly generally adopted in southern Europe. 
There have been generous tax concessions in southern 
Italy since 1957, where profits from new investment 
benefit from a ten-year tax holiday.®° In Greece the law 


58 Furthermore, the resources of the Economic Development 
Financing Organization, which provides medium- and long-term 
loans for plant and equipment to industrial, mining, tourist and 
shipping enterprises, were expanded in 1957 and its lending powers 
widened. Since 1962 the EDFO has provided the capital for feasibility 
studies for new industries at an interest rate of 2 per cent. 


59 In addition to such special institutions in Turkey it has been 
decided to set up a Mining Development Bank to provide long-term 
finance for the private sector, and to institute a system of credit for 
shipbuilding. Current legislation also provides for the establishment 
of a tourist corporation with its own capital and for the enlargement 
of the capital of the Tourism Bank and its conversion into a loan 
institution, 

60 In Malta ten-year tax holidays have been accorded since 1959 
and similar proposals are being studied in Cyprus. 


of 1961 did not offer so much, but enterprises engaging 
in productive investment were guaranteed that tax rates 
on undistributed profits would not change for fifteen 
years and that capital would not be taxed, and also 
received certain other advantages.*? Furthermore, a law 
of 1959 allowed expenditure on productive investment 
up to 1964 to be deducted from net taxable profits, 
with a maximum of 50 per cent, if the sums are set 
aside as reserves. Similarly, legislation in Turkey in 
1963 permitted deductions of 30 to 50 per cent, spread 
over five years, from taxable income, for investment 
approved by the plan.*? A further feature in some 
countries is limited or complete exemption from customs 
duties and similar charges on imported machinery and 
equipment both to reduce costs and encourage invest- 
ment.** 


(v) Tariff protection 


The corollary of the exposure of the economy to 
external competition is a regime which permits a greater 
freedom of import while still according reasonable pro- 
tection to potentially viable domestic industries. During 
the period under review most countries have revised 
their tariff structure.°* In Yugoslavia the revision was 
part and parcel of the 1961 exchange and price reforms 
which were undertaken partly with a view to accession to 
GATT — а motive behind the new tariff schedules in 
Portugal and Spain also. In Greece and Portugal the 
revision was connected with membership of, or associa- 
tion with, European trading groups. The opportunity 
was taken to rationalize the tariff structure (and change 
over to the Brussels nomenclature) and to relate it more 
to the level of development reached.*° The complete 


81 For example, they were exempt from all charges to the govern- 
ment or third parties in respect of foreign suppliers’ credit for 
machinery. Other advantages include the enjoyment of exclusive 
rights to port works and stretches of sea-shore and the right to 
engage foreign engineering firms for the preparation of new surveys 
and supervision of plant construction. 


62 A bill presented in November 1963 proposes special exemption 
from real estate and income tax for investment in tourist facilities. 


83 In Greece the income tax provisions of the 1961 law were 
complemented by exemption from duty and other levies on both 
domestic and imported equipment, which were extended to all pro- 
ductive investments. Renewed for another five years (up to 1968) 
these provisions considerably broadened the scope of the initial 
(1959) law. In Spain exemption from customs duty is still discrimina- 
tory and confined to industries of national interest or to equipment 
imported in accordance with the laws relating to foreign capital. 
In Turkey a selective system of customs exemption on imported 
machinery and equipment will be applied in 1964. (State Planning 
Organization, First Five-Year Development Plan 1963-1967; 1964 
Annual Program, published in English by the Central Bank of the 
Republic of Turkey, Ankara, December 1963, p. 256.) 


64 Malta is to do so in 1964. 


65 The desirability of such revisions was pointed out in the SURVEY 
for 1959, which also emphasized the possibilities for developing 
countries to adjust their tariffs, so as to afford greater protection 
to developing industries without infringing their GATT obligations 
(Chapter VII, pp. 37-39). Tariffs on cars were raised in Portugal in 
1960 and on steel in 1961, in both cases to protect new domestic 
industries; the 1959 tariff revision tended to raise duties par- 
ticularly on manufactured goods. : 

Under the terms of their obligations towards their EFTA and 
EEC partners, tariffs and quantitative restrictions on non-agricultural 
products in Portugal and Greece are to disappear completely by 1979 
and 1984 respectively. However, there are provisions in both cases 


overhaul of Spanish tariffs in 1960 still left domestic 
industry with a rather (and in some cases unnecessarily) 
high degree of protection, especially for some capital 
goods. Reductions in such tariffs are to take place over a 
number of years, while transitional duties on a number 
of other goods are to be increased as the tariff super- 
sedes quotas as the principal protective device. In neither 
direction, however, has progress been rapid.* 


In Turkey quantitative restrictions on imports were 
an essential part of the stabilization programme designed 
to ensure an appropriate allocation of total imports, 
the quantity of which was limited by the availability of 
foreign exchange, while in Spain the stabilization policies 
provided for a gradual dismantling of quantitative restric- 
tions from the outset; in both countries the subsequent 
enlargement of the share of liberalized imports in the 
total has recently been slowing down.® In Turkey certain 
liberalized imports — for example, tyres and lorries, and 
(beginning in 1964) rolled steel sheets, refrigerators and 
washing machines—-have been made subject to quota 
limitations now that domestic manufacture or assembly 
has started. Liberalization of imports into Yugoslavia 
is still very limited. 


(vi) Foreign capital and know-how 


The “open” policy being pursued by southern Euro- 
pean governments applies not only to goods and services 
but also to the inflow of foreign capital. All countries are 
now bent on obtaining long-term foreign capital either 
for the financing of specific projects or for direct invest- 
ment in new or expanding industries; for both Spain and 
Portugal this represents an important policy innovation. 
In Spain a decree of May 1962 liberalized the provisions 
for the repatriation of foreign profits and capital made 
at the time of the stabilization programme. Moreover, 
prior authorization for foreign participation in Spanish 
enterprises exceeding 50 per cent has no longer been re- 
quired since May 1963 for most industrial and service 
sectors.®* In contrast with the first plan, the second six- 
year plan of Portugal provides for external finance for 
one-quarter of public investment.*® Greece and Turkey 
have had special legislation for attracting foreign capital 
for a decade or more, but with relatively little success. In 
Turkey the prospects for attracting more foreign capital 


for safeguarding the development of new industries: Portugal may 
introduce or increase duties until July 1972 on products of new 
industries; and for a maximum of nine years, under certain condi- 
tions, Greece may reimpose, introduce or increase tariffs for the 
encouragement of new industries. (For further details, see United 
Nations Conference on Trade and Development, op. cit.) 

6 А plea for more progress in tariff reform and for a review of 
present tariff policy may be found in the IBRD report (pp. 142-145) 
and in the most recent review by the OECD of the Spanish economy 
(Economic Surveys by the OECD, Spain, Paris, June 1963). 

6? Restrictions on imports of tractors into Spain were removed 
early in 1963 but the resulting rise in their import and the effects on 
the domestic industry were such that controls had to be reimposed. 

88 See also section 5 for the treatment of foreign capital in the 1964 
tax reform. pay) 

6° Sources of external finance are not limited to public institutions 
such as the IBRD and the Export-Import Bank, but also include 
private capital. A recent innovation is a joint Portuguese-Spanish 
banking syndicate for financing Iberian projects of common interest. 
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were not very promising until quite recently, and in 
Greece interest did not quicken until association with 
the EEC was assured and various measures taken to 
invigorate the economy.”° 


Too much reliance should not be placed on foreign 
enterprise but, in appropriate circumstances, it can be a 
stimulus to the economy, particularly when the invest- 
ment is undertaken jointly with local interests and when 
technical assistance and “ know-how ” — including the 
training of local staff — are also provided from abroad. 
Such a policy has been vigorously pursued in Greece. 


The role of the public sector 


It was emphasized above that economic policies in 
southern Europe are basically framed for a market 
economy, and that decisions of the private sector can 
only be influenced indirectly by fiscal and credit policies 
and by consultation and persuasion. However, it has 
become accepted that the public sector may need to act 
directly if the necessary private initiative is not forth- 
coming; and, in Turkey and Spain, and to a lesser extent 
Italy,"* public enterprises have existed in some sectors 
for many years, often alongside private ones, and impor- 
tant questions of differential treatment have arisen as a 
result. 


Greece affords an example of state intervention. As 
noted in the SuRvEY for 1959, the authorities decided 
to ensure the execution of vital projects in the 1960-1964 
development programme in which the private sector had 
displayed no interest. In general, the intention was not 
to assume operational control but to lease the plant to 
private entrepreneurs and eventually sell to the private 
sector.”* The need for even such limited public participa- 
tion has been questioned, however, and in view of the 


70 The measures taken in Greece in 1961 to encourage productive 
investment generally, and a decree law of 1962, also widened the 
facilities for repatriation of foreign capital and profits allowed under 
the original 1953 law. By the end of 1961 the total inflow under the 
1953 law had reached only $53 million; but a further $17 million 
entered in 1962 and $40 million in 1963. Of this total of $110 million 
(actual authorizations came to almost $400 million), $30 million 
represented repatriated capital of shipowners and other Greek 
residents, and three-quarters was for manufacturing industry. 
The aluminium plant alone will involve $60 million of foreign capital 
and the Esso-Kellogg complex over $100 million. (Ekonomikos 
Tachydromos, 5 March 1964.) 

In Turkey, only about $40 million of foreign capital had been 
invested by the end of 1961, but the five-year plan pays special 
attention to increasing this flow, and several of the projects recently 
undertaken or scheduled in the 1963 and 1964 annual programmes 
involve the co-operation— both financial and _ technical — of 
foreign firms. 

In Spain, the facilities accorded to foreign capital are quite recent. 
Consequently, it is premature to draw any conclusions about the 
pace of direct foreign investment. It may be noted, however, that 
the total inflow of private foreign capital is estimated to have risen 
in 1963 to $159 million (from $99 million in 1962), some two-thirds 
of which represented direct investment. 


71 Since 1957 public agencies (IRI and ENI) in Italy have been 
obliged to carry out 40 per cent of their total investment in the south. 


72 The principal public agent for this is the Industrial Develop- 
ment Corporation, which may assume sole responsibility for the 
creation of industrial units where there are no private firms capable 
of undertaking it. Similarly, hotels and other tourist installations 
are built by the National Tourist Organization, if the efforts of the 
private sector are inadequate. 
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stronger inducements offered to private capital since 
1961, public investment in manufacturing is to be limited 
to the completion of certain projects contained in the 
1960-1964 programme.” In Portugal, too, public sector 
participation has not been limited to the provision of 
infrastructure, but has contributed to the establishment 
of certain industries in recent years. 


State economic enterprises: a reappraisal 


The reconsideration of the role of state enterprises in 
Turkey and Spain (where they are long established and 
account for an important part of industrial output) 
results from an acceptance of the principle that, in a 
mixed economy, equality of treatment should be accorded 
to public and private enterprises and any departure from 
this rule, for broader social or political reasons, must 
be made explicit and openly justified. The application of 
such “rules of the game” works in two directions: оп 
the one hand, while state enterprise investment is subject 
to planning control, it should be determined essentially 
by economic considerations, and productive efficiency 
should, so far as possible, be assessed by the normal 
profit yardstick; on the other hand, freedom from govern- 
ment interference in commercial policy implies the same 
liberty of action for public enterprises as is enjoyed by 
the private sector, inter alia, in the purchase of supplies 
and in fixing selling prices. In both countries state enter- 
prises have played a key role in establishing a nucleus of 
industrial activity, but the question has now arisen of how 
they will function without preferential treatment.” 


Treasury finance for their deficits, and the investment 
policies that they pursued without due regard for econo- 
mic considerations, were among the main causes of the 
previous inflation and misallocation of resources resulting 
from the operation of both Turkish and Spanish state 
economic enterprises. During the stabilization period the 
outstanding debts of state enterprises in Turkey were 
consolidated and a review carried out of their current 
investment projects, many of which were abandoned as 
unpromising. Under the plan the State enterprises are 
to contribute to domestic saving by accumulating sur- 
pluses. However, problems associated with the co- 
ordination of the investments of these enterprises, with 
the control of their sources of finance, and with the need 
to put them on a sound economic footing, have not yet 
been solved satisfactorily. In particular, some enterprises 
still appear to be making losses, partly because they 
have not yet been completely freed from government 
intervention in price fixing, which, in effect, seeks to 
subsidize consumers; scope also remains for an improve- 
ment in management and productive efficiency.”® 


78 Memorandum on the Greek Economic Development Programme, 
Ministry of Co-ordination, Athens, June 1962, p. 42. 


fs A clear delineation of the special conditions, if any, which will 
still apply to public enterprises is, of course, most desirable for 
prospective private investors in the same industries. 


75 Their financial position appears even worse if provision for 
depreciation is made on the basis of a more realistic assessment of 
the value of capital assets. For further comment on the present posi- 
tion of state enterprises in Turkey see Economic Surveys by the 
OECD ; Turkey, Paris, May 1963, p. 21. 


Bills for the reorganization of state enterprises now 
before the legislature provide for the central co-ordina- 
tion and financing of their investments and the replace- 
ment of the present Amortization and Credit Fund 
by a State Investment Bank — though there would still 
be some freedom to obtain investment finance from 
such uncontrolled sources as operating surpluses. The 
proposed legislation also recognizes the need for opera- 
tional autonomy in the enterprises and their right to 
determine selling prices. Where prices of “fundamental 
goods and services” are fixed by the government below 
cost, an open subsidy will be paid. Finally, new 
accounting rules are to be adopted which will enable 
the nature of the operations of the enterprises and 
their future financial position to be more clearly identi- 
fied. It is intended that the (reorganized) state enterprises 
will continue to play a leading role in the implementation 
of the development plan and, indeed, their relative 
importance in the industrial sector may grow. 


Until the application of the stabilization programme 
in Spain, INI enterprises had also enjoyed preferential 
treatment and hidden subsidies,7* and their operations 
and investment policies have never been open to close 
public scrutiny and control. Whilst the investments of 
these enterprises do not occupy as strategic a position in 
the overall plan as in Turkey, they are henceforth to be 
subject to stricter public control and integrated into the 
public investment programme and the overall develop- 
ment plan. Following the recommendations of the IBRD 
mission, their capital requirements which cannot be met 
by self-financing are to be provided by the official credit 
institutions.’7 Moreover, as in Turkey, they are to be 
allowed commercial freedom with regard to selling prices 
and the purchase of supplies; and open subsidies will be 
provided where there are any officially imposed depar- 
tures from this rule.”* It is now the rule that the INI 
should not branch out into new sectors, unless private 
enterprise fails to materialize or undesirable monopoly 
situations arise. 


Regional policy 


Until recently, the decentralization of industry in 
southern Europe had not been viewed against the broader 
background of regional economic planning. Policies 
sought mainly to avoid a complication of the problems 
of public administration, overcrowding, sub-standard 
housing, and investment in urban infrastructure, etc. 
that attend the rapid growth of major urban, and especi- 
ally metropolitan, agglomerations. Hence either by direct 
means, such as licensing, or by various tax and credit 


78 Although INI enterprises were obliged as from 1960 to obtain 
capital from the open market instead of being financed virtually by 
Central Bank advances, their borrowings still enjoyed the advantage 
of state guarantee and they had privileged access to the savings banks. 


77 See also section 5. To the extent that the enterprises still raise 
part of their capital through public issues, they will enjoy a state 
guarantee only in certain cases. 


78 This also implies that the benefits of the “ national interest ” 
referred to above (for example, with respect to tax and customs 
exemptions) will no longer be automatically extended to INI 
enterprises, For a fuller discussion of the INI see pp. 346-352 of the 
IBRD report. 


concessions, an attempt was made to persuade industry 
to develop outside the main conurbations. However, the 
measures paid insufficient attention to the costs involved 
in the Consequent diffusion of public service investment: 
the baits were offered indiscriminately in any part of the 
country and to all industries alike, and these measures 
rarely proved sufficiently persuasive to offset the many 
advantages of central location. 


Greek experience is fairly typical. The concessions 
granted to provincial industry, especially since 1955, 
include: high depreciation allowances; deductions from 
profits for the constitution of tax-free reserves for pro- 
ductive investment and for possible future losses; reduced 
rates of turnover tax and of social insurance contribu- 
tions; and duty-free imports of machinery and spare 
parts. These concessions did not prove particularly 
powerful. But, in any case, policy has gradually changed 
in order to pay more attention to raising productive 
efficiency’® and, in place of the former rather general 
approach, the aim is now to encourage the location of 
industry in selected areas where industrial estates, of the 
type found in southern Italy, can be established. This 
has the advantages of minimizing cost differentials by 
concentrating infrastructure and other public investment 
for industry (not least in transport facilities) in chosen 
areas which then provide a full range of services and 
social facilities, and at the same time of creating an 
industrial nucleus around which the development of 
other sectors can take place. Certain subsidies related 
to specific income or other social objectives may still be 
initially justified. 

Studies are currently being undertaken for the estab- 
lishment of a number of such industrial estates in Greece, 
and a similar policy is being pursued in Turkey, Spain 
and Cyprus.’** In Spain, as foreshadowed in the devel- 
opment plan, seven growth areas have been designated — 
two “industrial promotion zones ” and five “ industrial 
development zones ” — in which new industries will re- 
ceive subsidies under the public investment programme 
‘(to the value of 20 and 10 per cent of their investment 
respectively) as well as tax and customs exemptions 
and preferential treatment for public credit.*° Obviously, 


79 For example the laws of 1959 and 1961, designed to encourage 
productive investment, offered tax deductions from profits and 
exemption from customs duty on imported machinery; these benefits 
applied to enterprises in the metropolis also, For a critique of the 
policy pursued so far in Greece, see G. Coutsoumaris, op. Cit., 
pp. 138-149. Broadly speaking, it has not differentiated between 
industries according to the importance of the locational factor on 
costs, nor has it guided industries or firms into specific areas judged 
most suitable from the point of view of regional development 
- within the national programme. 
72а These studies are generally undertaken by foreign survey 


teams. 

во The plan law of 16 November 1963 distinguishes between zones 
(polos) of industrial promotion and zones of industrial development. 
Industrial development’ areas (poligones), of which there are so far 
thirty, may be established either within or outside these zones. 
Broadly speaking, the two promotion zones contain little industry 
at present, but they were selected as having a potential for concen- 
trated industrial development; the five development zones already 
have a certain amount of industry on which further expansion can 
be based. Industrial development areas which are established outside 
the zones (for example, to raise incomes in more depressed localities 
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it is essential that the areas to be developed as industrial 
estates should be carefully selected. Apart from natural 
advantages, there are questions of the local labour supply 
and local markets which are in turn related to the 
nature of agricultural and other activities in the region.*! 


In view of the complementarity of industry and agri- 
culture, the regional development of industry needs to 
be considered against the broader canvas of the overall 
development of the different regions in a country. In all 
southern European countries there are wide regional 
disparities in income and there is a strong temptation to 
depart from the distribution of investment resources 
which would maximize economic growth, in favour of 
helping the most backward areas. This conflict can only 
be resolved by an integrated, instead of a piecemeal, 
approach which ensures that any deliberate sacrifice in 
terms of national growth rates is not disproportionate 
and really achieves the social gain intended. 


The national plans and policies of Greece, Turkey 
and Spain all include the narrowing of regional income 
differentials among their principal objectives, but in 
practice they have only been able to prescribe very 
general lines along which regional development should 
proceed. Ideally, a set of regional plans is needed, related 
to the national one and taking account of regional 
demographic differences, the trend of inter-regional mi- 
gration, the present range of economic activity, and the 
potential for the development of different sectors in the 
light of natural endowments, etc. This would require a 
comprehensive regional survey of physical and human 
resources — which is necessarily a later stage in planning; 
but it is currently being given some attention by the 
planning authorities in all three countries.*? 


In practice such regional development as has so far 
occurred in southern Europe has been limited to one or 
two particular parts of a country, selected either because 
they are the poorest or to be developed as “ spear- 
head ” zones. Examples of the former are the Badajoz 
and Jaen programmes in Spain, Epirus and Crete in 


or to relieve industrial congestion elsewhere) will not qualify for 
capital subsidies. 

It is also envisaged that INI enterprises will have an important 
pioneer role to play in connexion with regional development policies, 
failing adequate private initiative. 

81 For a more complete enumeration of the various criteria used 
in southern Italy, see G. Pescatore, “ Les modalités de l’intervention 
des pouvoirs publics en Italie méridionale, le rdle de la Caisse du 
Midi et les effets de son action ”, Documents de la Conférence sur 
les Economies régionales ”, EEC, Brussels 1963 (Vol. 1, pp. 392-4). 


82 At the same time, the implementation of specific industrial 
projects inevitably raises questions of industrial location that 
require a decision in advance of a comprehensive regional policy. 

The importance of studies of both the present regional labour 
position and of prospects in the light of the change towards a more 
labour intensive agriculture may be illustrated by Greek experience. 
A recent study has suggested that, in addition to the possible disap- 
pearance of a chronic national labour surplus by 1972, there exist, 
at present, wide variations among the regions in the seasonal 
demand for agricultural labour and in the labour surplus at seasonal 
peaks (Pepelasis, op. cit.). This suggests that seasonal labour demand 
within agriculture can be evened out by diversifying output and 
increasing mechanization, or by absorbing off-peak labour in non- 
agricultural activities. It is also relevant, for example, to the siting 
of food-processing and other industries that have complementary 
patterns of seasonal labour demand. 


Page 18 — Chapter Ш 


Greece, and Sardinia. Such regions tend to be those 
with a relatively limited potential for development and 
the investment cost is usually high in relation to both 
the income generated and the number of beneficiaries. In 
particular, the Spanish programmes, involving consider- 
able expenditure on land improvement, irrigation, land 
resettlement, infrastructure and social investment, may 
be criticized on this score, notwithstanding some positive 
results. It can be argued that such regional programmes 
can attain only limited income objectives, relating as 
they do to areas of desirable long-run emigration where 
the possibilities of industrialization are also small, and 
that it is preferable to attain the income objectives by 
other means, with less disturbance to an optimum 
resource allocation or, at least, to examine whether all 
of the capital expenditure is essential.** 


“Spearhead” zones such as those being developed in 
collaboration with international agencies in Antalya in 
Turkey and the western Peloponnese in Greece, may 
prove to be more promising, since an attempt is made 
to co-ordinate the regional and national programmes, 
and the regions selected are more suitable for the 
development of non-agricultural sectors also — though 


83 See (for Spain) pp. 275-278 of the IBRD report. It does not, of 
course, follow that a modicum of resources should not be invested 
in these areas, in combination with the encouragement of local 
initiative and community development etc., but simply that the 
possibilities have to be related to broader national objectives. 


they are not necessarily the most prosperous nor best 
endowed in the country. The argument for this approach 
is that financial, technical and organizational resources 
are all limited and that there is a national gain in со- 
ordinated action being concentrated in a few key regions 
(or a single one), instead of being dissipated with the 
risk that little will be achieved anywhere. This argument 
is valid both in the initial stage of plan preparation 
which, as discussed above, involves a comprehensive 
survey of regional resources and potential, and in the 
plan implementation. By illustrating what can be 
achieved by the mobilization of local initiative and 
resources and by providing practical experience, these 
areas may also serve as a demonstration to other 
regions. “Spearhead” zones undoubtedly encounter 
many difficulties, including problems raised by the 
need for co-operation between regional and central 
authorities. Their essential feature is that development 
is dovetailed into the national plan, and the extent to 
which resources are channelled into one region at the 
possible short-term expense of others is a conscious 
decision taken in that light.*+ 


84 For a discussion of the organizational and other problems 
arising in the development of the Epirus, and of the suitability of 
that region as a “ spearhead ” zone, see Benjamin Ward, Problems 
of Greek Regional Development, Center of Economic Research, 
Athens, 1962. For a more general review of experience with spear- 
head zones see Mediterranean Development Project, FAO Document 
C.63/31, Rome, 11 October 1963. 


4. TRADE AND PAYMENTs 85 


The structure and growth of commodity trade 


Except in Yugoslavia, it can scarcely be said that 
there has been either a strong upward trend in exports 
or a major change in their composition. The volume of 
exports from Yugoslavia rose at an annual rate of some 
14 per cent between 1956 and 1960 but failed to increase 
at all in 1961 when excess demand emerged at home 
and various industries faced difficulties in export markets 
after the exchange and price adjustments of that year. 
However, since mid-1962 exports have played a leading 
part in the resumption of rapid economic growth, rising 
in volume by 18 and 15% per cent in 1962 and 1963 
respectively. Exports from Spain rose sharply in 1960 
owing to a unique combination of favourable circum- 
stances. On the one hand, domestic demand was not 
very buoyant and, on the other, the stabilization mea- 
sures guaranteed an adequate supply of raw materials 
and other producer goods. There was also a good citrus 
harvest and for a time western Europe provided a 
sellers’ market for Spanish exports of textiles and of 
iron and steel products. With some changes in their 
composition, exports have recently stabilized at this 


85 Since separate data on trade and payments between southern 
Italy and northern Italy and the rest of the world are not available, 
southern Italy is excluded from this discussion. However, it may 
be noted that according to national accounts data for southern 
Italy the net import of goods and services (from the north and 
abroad) in 1960-1962 averaged about 25 per cent of total available 
resources and 35 per cent of gross domestic product. 


higher level. Similarly, exports from Greece and Turkey 
have risen moderately in the last two or three years (in 
Greece, partly due to temporary factors). For Turkey, 
this reverses a previous downward trend, while the 
volume of Greek exports is much less than that en- 
visaged in the 1960-1964 programme.*® 


Development plans in the area assume, perhaps 
optimistically, that the volume of exports will rise 
rather faster than hitherto. An expansion of the export 
of agricultural and other traditional goods is counted 
on in all countries but the Greek plan also anticipates 
greater diversification of exports (including processed 
agricultural and mineral products) as the range of output 
of industry is enlarged.*7 The extent of such export 
diversification*in this region has inevitably so far been 
limited and because of both annual variations in the 
commodity composition and the relatively short period 
under review statistical measurement of changes in the 
structure of exports must be treated with caution. Never- 


86 Between 1958 and 1962, the volume of Greek exports rose by 


only | per cent and, owing to declining prices, there was no increase 
in value. 


87 The Greek plan postulates an 8 per cent annual growth of total 
exports in the period 1961-1966, and double this rate for exports of 
manufactured goods (see the Bulletin, Vol. 14, No. 2, p. 72, for further 
details), and that of Turkey an annual growth of 7 per cent between 
1963 and 1967. The Spanish plan assumes that, in the next four 
years, exports will grow by as much as 10 per cent per annum — 
which appears to be a rather ambitious target. Furthermore, no 
significant change in the commodity structure is foreseen. 
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TABLE 3 
Commodity composition of exports 


Percentages of total exports 


een Wena ts one ee ee eee 


Agricultural products 


Total 
milion ~~ ae Drink and tobacco Ase Agricultural raw materials 
nua d naa ich: 
average) SA (4) Е Total о р а Total eden: 
+(6)+(7) stuffs tobacco and fats Cotton 
1 

| Country and period SITC Pesan А PRE О © УК нок < oe 
code —> 0-9 oa 1 121 4 26 263 

a ee es I ee 
Cyprus¢. .... 1957-1958 . 47 38 28 7 1 — 3 a 
1961-1962 . 48 49 40 6 1 — 3 — 
Greece ..... 1957-1958 . 226 83 22 44 39 3 14 8 
1961-1962 . 236 78 22 34 33 1 21 14 
Portugal .... 1957-1958 . 289 29 4 11 — 2 12 — 
1961-1962 . 348 26 4 8 — 3 11 — 
Spain. ..... 1957-1958 . 481 49 35 8 — 4 7) — 
1961-1962 . 717 51 34 5 — 4 — 
< я оон 1957-1958 . 296 86 29 38 38 — 19 11 
1961-1962 . 364 91 38 25 25 2 26 17 
Yugoslavia .. . 1957-1958 . 418 44 21 8 5 — 15 — 
1961-1962 . 630 35 20 4 3 — 11 — 

Manufactured goods 
Rs Other manufactured goods 
ineral 
че ия Food Capital _, of which : 
=(11)+(12) products goods Total bones? Mote 
+(13) clothing 
(9) (11) (12) (13) (14) (15) 
274 a a 273 5, 6¢ 65 67 
| Country and period SITC 28 661 to 665 732.1 84 68 
code — | 3 77 8 

ИС ея 1957-1958 . 3 7) — 1 — — 
1961-1962 . 3 2 — 1 — — 
В ee 1957-1958 . 10 3 1 6 1 — 
1961-1962 . 15 4 2 9 2 1 
ОА ет. . 1957-1958 . 62 14 5 43 16 1 
1961-1962 . 69 14 6 49 22 2 
SEC) © Se on eee ПАРЕ 1957-1958 . 29 10 3 16 2 4 
1961-1962 . 38 8 6 24 5 6 
С Я sia als 1957-1958 . 4 1 | — 3 -- 3 
1961-1962 . в — — 3 1 2 
Ояма 0. se ew os 1957-1958 . 49 6 11 32 4 14 
1961-1962 . 60 6 22 32 5 12 


с Domestic exports. 


Sources : OECD, Statistical Bulletins — Foreign Trade, Series IV, B and C; 


and national statistics. @ Excluding group 273. 
а Food products (SITC 013, 02 except 025, 032, 048, 053, 055, 062, 073 and 09) € Excluding groups 661 to 665. 
are included with manufactured goods. 1 Excluding item 732.1, 


b Excluding divisions 27 and 28. 
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theless, data presented in Table 3 suggest that there has 
been an expansion of the proportion of manufactured 
goods and certain other commodities. Of the more 
traditional agricultural commodities, exports of raw cot- 
ton from Greece and Turkey have expanded rapidly and 
between 1957-1958 and 1961-1962 their share in the total 
value of exports rose respectively from 8 to 14 per cent 
and 11 to 17 per cent, a trend which is expected to 
continue.®® Exports of mineral products have always 
been important for Portugal, Spain and Turkey and, 


88 Comparisons are based on the average of two years in order 
to eliminate so far as possible annual variations in the shares due, 
essentially, to fluctuations in the size of the harvest. The export 
shares of the other major industrial crop, tobacco, show a fall in 
both Greece and Turkey. Exports of tobacco from both countries 
were high in 1961/62, partly because market conditions facilitated 
the disposal of stocks. Good crops in Greece in 1962 and 1963 hold 
promise of a rise in exports in the present and the 1964/65 season, 
but in Turkey the crops suffered damage (see section 2). 


EEE EEE 


especially, for Cyprus, but a decline in world demand 
has reduced their share of total exports. ; 
The tendency for the share of manufactures to in- 
crease has been clearest in Spain (although here the gain 
is exaggerated by the weakness of mineral exports) and 
in Yugoslavia.®® While in Spain the expansion of textile 
exports has been handicapped by “voluntary” limitation, 
particularly in the British and United States markets, 
reorganization measures and an attempt to exploit export 
possibilities have proved rewarding for a number of 
other manufactures and, in the last two years, there have 
been notable increases in exports of processed foods and 
certain kinds of machinery.°? In Yugoslavia the ten- 
dency for the proportion of manufactures — especially 


89 Turkey has begun to export refrigerators. 

90 Textile exports from Portugal have risen relatively fast in recent 
years but, in 1963, were affected by the voluntary agreement to 
limit exports to the important British market. 


TABLE 4 


Commodity composition of imports 


Percentages of total imports 


Manufactured goods 


Total Capital goods Other manufactured goods 
imports 
$ million sade Teal Paes of which: : 
c.i.f. products ota. оо hich? | Oth emi- 
ae produc | Tomi oF Mani | fad | (amnesia, | che 
chinery clothing cars вне producer 
(4) fees goods @ 
(1) = (5)+(6)+(8) (5) (6) (7) (8) (9) (10) (11) (12) 
OUR Ee EES b 273 1 5, бе 65 732.1 87 5 
| SITC 661-665 72 132.1 84 69 
code —> 7a 8 
Cyprus ” 
1957-1958 . . 115 8 11 71 6 20 14 45 11 4 9 21 
1961-1962 . . 117 11 8 73 6 19 14 48 11 5 8 24 
Greece 
1957-1958 . . 545 14 13 62 3 26 15 33 7 1 2 23 
1961-1962 . . 708 10 8 a3 2 39 20 32 4 3 23 
Portugal 
1957-1958 . 491 9 15 58 — 21 15 37 3 3 4 Dy, 
1961-1962 . 621 10 11 59 — Pi 18 32 3 3 3 23 
Spain 
1957-1958 . 867 8 РЯ 41 1 20 14 20 — 1 2 17 
1961-1962 . . 1 331 12 21 47 1 24 19 22 1 1 2 18 
Turkey 
1957-1958 . . 356 9 13 67 — 5 26 32 3 — 3 26 
1961-1962 . 566 12 12) 69 — 39 23 30 2 — 3 25 
Yugoslavia 
IS BIVIOSKES 5 о 673 17 10 59 28 21 Di; 4 1 2 20 
1961-1962 . . 899 12 8 66 1 34 28 eal 5 2 3 21 


Sources : OECD, Statistical Bulletins — Foreign Trade, Series IV, В and С; 
and national statistics, 


@ Including miscellaneous items. 


b Food products (SITC 013, 02 (except 025), 032, 048, 053, 055, 062, 073 and 09) 
are included with manufactured goods. 


с Excluding group 273. 


@ Excluding 732.1. 

Е Excluding groups 661 to 665, 

f Excluding division 84. 

9 Excluding division 65 and groups 661 to 665, 
h Civil imports. 
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capital goods (including ships) — and also of livestock 
to rise has continued.°™ 

Changes in the pattern of imports are also influenced 
by annual variations in domestic supplies; yet Table 4 
Suggests that the increase in total imports has been 
mainly due to larger imports of manufactured goods 
and especially of machinery and other capital goods for 
development purposes; imports of manufactures for con- 
sumption have been а fairly constant, or even declining, 
share of the total. This tendency is most apparent in 
Greece. The very sharp rise in Spanish imports since 
1961, although partly accounted for by higher food 
imports, is closely associated with the strong demand for 
investment goods and stockbuilding. In Turkey, too, 
annual import quotas established in accordance with the 
plan objectives and the availability of foreign exchange 
are biased in favour of “development” goods: of the 
$640 million of imports provided for in the 1964 pro- 
gramme, only $80 million consist of consumer goods, 
the rest being divided equally between raw materials and 
capital goods. 


The balance of payments 


It is difficult to generalize about southern Europe’s 
trade balance in the last few years. As can be seen from 
Table 5, the visible deficit in Greece diminished some- 
what in 1958 and 1959 but, with more rapid domestic 
expansion, it has widened since then. In Portugal, on the 
other hand, although temporary factors led to a substan- 
tial rise in the import surplus in 1961, it has now returned 
to more normal proportions. Difficulties in the Yugoslav 
economy caused a substantial widening of the trade 
gap in 1961, but in 1962 this was reversed and the 
faster rate of economic growth in 1963 has not materially 
affected the size of the gap. After a period of fluctuation, 
the trade deficit of Cyprus has widened during the past 
three years of resumed economic expansion. In Turkey 
the adverse balance has doubled in the last two years. 
Spain achieved the exceptional and unprecedented feat 
of a small surplus on visible account in 1960, but, as a 
result of the surge of imports after the period of stabi- 
lization, the trade deficit has risen very steeply. 

The last few years have witnessed a considerable 
growth, most marked in Greece and Spain, of exchange 
earnings from invisibles. A rise in income from this 
source — tourism, emigrants’ remittances and other 
transfers — has done much to preserve overall payments 
equilibrium in the face of the widening trade gap.” 

а Owing to improved assortments, the value of exports of 
textiles from Yugoslavia rose by some 18 per cent in 1963. The 
value of ships exported rose steadily between 1956 and 1959, from 
2 per cent to 9 per cent of total exports; after a temporary fall in 
the next two years ship exports accounted for nearly 10 per cent 
of the total in 1962. The shipbuilding industry accounted for 18 
per cent, and metal-using and electro-engineering industries for 
34 per cent, of the total rise in exports between 1958 and 1962. In 
1962 livestock accounted for 65-70 per cent of exports of unprocessed 
agricultural produce, compared with 43 per cent in 1958. 

э1 Turkey is unique among these countries in having a persistently 
negative balance on invisibles and has hardly begun to exploit its 
tourist potential. It receives little in the form of emigrants’ remit- 
tances — though this is now increasing — and has a heavy burden 
of foreign debt service, on which interest payments alone amounted 
to $28 million in 1963. The British sovereign bases are an important 
source of invisible income in Cyprus. 


Chapter Ш — Page 21 


Invisible income (especially from tourism) has always 
bulked larger in the balance of payments of Greece and 
Spain than in other southern European countries, but 
there has been a remarkable upsurge in the last few 
years, and prospects in all countries for further sub- 
stantial earnings from this source are encouraging. 
Exchange earnings from tourism in Spain have more 
than doubled since 1960; until the very rapid expansion 
of imports in the last two years they more than compen- 
sated for the deficit on visible trade. At the same time, 
the continued movement of Spanish labour to western 
Europe has resulted in more than a tripling of emigrants’ 
remittances (Table 5). Tourist revenue in Greece has 
played a similar role and, since 1961, net income from 
all invisible items (including transfers) has exceeded 
gross receipts from commodity exports. Earnings from 
shipping have been another dynamic element in the 
Greek invisible account.°? 


1963 was a highly successful year for tourism in all 
countries. The number of tourist arrivals rose by about 
25 per cent in 1963 in Greece and Spain and by more 
than 40 per cent in Cyprus; the number of tourist-nights 
in Portugal and Yugoslavia also increased by more than 
40 per cent. The national plans count on an even larger 
contribution from foreign tourism in the future, not only 
in countries such as Turkey, Cyprus and Malta, where 
relatively little has yet been done to attract and cater for 
tourists, but also in Greece, Spain and Yugoslavia.®* 
In Greece, for example, a nearly five-fold increase in the 
number of foreign tourists, from 440 thousand to 2 mil- 
lion, is anticipated for the ten years from 1961 —an 
annual rate of expansion of some 16 per cent, which is 
only slightly below that recorded in the preceding years.** 
In Spain, it is expected that the number of visitors will 
rise from 8.7 million in 1962 to 17 million in 1967, a 
growth of nearly 15 per cent per annum.*® 


The rapid expansion of tourism in the countries of 
southern Europe is a welcome development since ex- 
ports, even on the most optimistic assumptions, are not 


82 Emigrants’ remittances continue to be the leading invisible item 
and are still rising, but shipping and tourism now follow more 
closely behind; in 1962 the respective shares of these items in total 
invisible receipts were 31, 28 and 21 per cent. Vessels registered 
under the Greek flag rose from two million tons in 1958 to more 
than five million in 1962, and the tonnage now stands at nearly 
seven million. Concessions granted in 1960 relieved shipowners of 
taxation in respect of new ships until] 7 years from the date of their 
completion and allowed them to dispose freely of their foreign 
exchange earnings. Early in 1964 it was decided, in principle, to 
extend the exemption period to 10 years. However, receipts per ton 
of Greek shipping appear to be rather low in comparison with other 
maritime countries, which suggests that much of the revenue is still 
deposited outside Greece. (See: Economic Surveys by the OECD: 
Greece, Paris, April 1962, p. 16.) 

93 Planning in Portugal, on the other hand, did not until recently 
take sufficient cognizance of the potential for tourism. However, the 
co-ordination of tourism with other sectors of the economy is to be 
given greater attention in the Interim Plan for 1965-1967 and in the 
meantime grants and credits for this sector from the National Credit 
and National Tourist Funds have been stepped up. Efforts are also 
being made to promote tourism in Sardinia and Sicily. 

4 Already in 1963 the number of tourist arrivals reached the figure 
anticipated for 1964. 

% Since a rising proportion of visitors is expected to stay for 
relatively short periods, the growth of tourist revenue is estimated 
at 11 per cent. 
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TABLE 5 


Current balances of payments 


Millions of dollars 
Goods and services Current transfers 
ео ааа pertad Visible trade @ Invisibles ae 
Total of which : 
Exports Imports of which : Evrae 
f.0.b, f.0.b. anes We Travel 

Cyprus, ce.) oss 1958 54.9 93.0 —38.1 19.0 —0.8 26.3 98) 22 
1959 59.9 108.1 —48.2 9.0 —2.0 24.1 7.6 —15.1 
1960 56.0 91.0 —35.0 16.8 —3.1 И 573 —1.1 
1961 45.9 95.2 —49.6 34.2 Dee, 20.4 6.7 5.0 
1962 53.5 110.1 —56.6 32.8 2.8 10.4 8.4 —13.4 

Greece: ог 1958 246.4 482.1 —235.7 51.3 20.9 107.1 89.8 —77.3 
1959 221.4 421.7 —200.3 58.9 26.3 130.7 96.9 —10.7 
1960 210.0 473.7 —263.7 78.8 32.6 LZ 99.1 —57.7 
1961 234.9 532.4 —297.5 102.4 48.8 130.8 107.2 — 64.3 
1962 242.6 637.0 —394.4 125.6 54.2 184.8 533 —84.0 
1963 с 283.0 680.1 —397.1 158.9 

Portugal 

Fseudo‘area., о... 1958 5 3 . 383.5 469.0 —85.5 62.9 122 49.4 49.4 26.8 
1959 380.8 468.1 —87.3 40.0 12.6 57.0 57.0 9.7 
1960 419.0 524.6 —105.6 37.8 10.6 54.6 54.6 —13.2 
1961 443.4 626.9 —183.5 —6.7 13.2 44.7 44.7 —145.5 
1962 —155.9 65.4 51.3 51.3 —39.2 
Metropolitan area . 1958... 215.0 367.0 —152.6 27.0 

1959 212.2 371.1 —158.9 14.0 
1960 . 251.1 423.7 —172.6 E207 
1961 257.9 525.6 —267.7 —32.8 
1962 —166.7 7.3 
1963 ¢ —189.1 

Эра ана ие 1958 527.8 830.5 —302.7 80.0 69.3 78.6 58.1 —144.1 
1959 523.4 766.9 —243.5 137.6 138.4 73:2 39.9 —32.7 
1960 . 745.1 696.5 48.6 252.0 246.5 87.9 55.4 388.4 
1961 759.1 1 047.9 —288.8 395.7 330.5 174.4 128.0 221.3 
1962 782.4 1490.0 —707.6 487.2 465.9 157.9 146.0 — 62.5 
1963 ¢ —1 402.2 

Tarkey 20s) .. 1958 247.2 283.7 —36.5 —49.3 —10.2 90.4 2.7 4.6 
1959 362.7 423.1 — 60.4 —56.7 —7.2, 86.3 2.8 —30.8 
1960 . 336.1 421.4 —85.3 —31.2 —2.3 75.2, 4.7 —44.0 
1961 365.6 448.7 —83.1 —40.3 —5.2 83.5 4.8 —39.9 
1962 398.9 566.9 —168.0 — 67.1 —9.7 63.1 23 —172.0 
1963 ¢ —219.2 

Yugoslavia... .. 1958 462.8 6989  —236.1 52.4 3.6 95.3 51.5 —88.4 


Sources: IMF, Balance of Payments Yearbook and International Financial 
Statistics; and national statistics. 


@ Yncluding non-monetary gold. 


О Cif. for the rest of the escudo area and Yugoslavia (and Greece in 1963). 
© 9 months at annual rate, 
@ 6 months at annual rate, 
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likely to keep pace with the rise in пирог. It would 


appear that the investment required for the provision of 


services for foreign tourists is modest compared with the 
resultant earnings of foreign exchange.*? However, there 
1s a need for more research into the income and employ- 
ment effects of investment in the tourist sector before its 
relative returns can be firmly assessed. In particular, it 
would be useful to examine these effects in areas of low 
population density, where the additional employment 
from investment may be created only in service trades 
directly associated with the tourist industry.°8 


Financing current balance-of-payments deficits has 
been a major source of concern only in Turkey, where 
the level of exchange reserves has been persistently low. 
In Spain, the immediate result of the stabilization pro- 
gramme was a considerable inflow of foreign and 
repatriated capital (at least to the official reserves) which, 
combined with an improvement in the current balance 
on invisible account and the depressed home market, 
resulted in an unprecedented accumulation of exchange 
reserves. Although this movement slowed down con- 
siderably from 1962, reserves remained around $1 bil- 
lion during 1963. Both the capital inflow and strongly 
rising invisible earnings have wiped out losses that the 
sharp rise in imports would otherwise have caused; 
thus Spain is launching its development plan from a 
strong position.°® Although Portugal suffered some 
temporary losses in 1961, exchange reserves now stand 
at their former level, and provide as much as 16 months’ 
coverage for imports. The reserves in Greece, currently 
equivalent to the value of about 5 months’ imports, have 
been rising, although liabilities — especially in the form 
of suppliers’ credits — Бауе risen faster and some of 
the recent capital inflow has been of a non-recurring 
nature.?°° 


36 In Cyprus an increase in revenue from tourism is required not 
only on account of the uncertain outlook for minerals exports but 
also because income from the sovereign bases may decline. 

8? For example, it is estimated that in Greece investment in tourism 
will average only 2 per cent of total investment during the ten years 
from 1961 —though this may exclude investment in ancillary 
services for tourists such as places of entertainment, sports facilities, 
cafés, etc. The ratio foreseen in the Turkish Five-year Plan is similar 
but in Spain it is about 6 per cent. 

98 Оп the other hand, recent experience of the tourist boom in 
Spain suggests that this may be one relatively convenient way of 
raising incomes in certain backward regions, at least pending longer- 
term solutions. 

89 The reserves represented more than 7 months of imports at the 
1962 rate. 

100 For example, reparations and restitution payments from 
Italy and western Germany respectively. 


In addition to repatriated and other long-term private 
capital and to borrowing from international institutions, 
bilateral grants and loans—such as United States 
economic aid — have been important in Greece, Turkey 
and рай. The European Investment Bank has 
commitments to the former two countries in connexion 
with the Association agreements. During the stabilization 
period, emergency assistance to Turkey and Spain was 
channelled largely through the former OEEC, in col- 
laboration with the International Monetary Fund, much 
of Turkey’s external debt being consolidated. The rapid 
improvement in the Spanish balance of payments made 
further assistance of this kind unnecessary, but Turkey’s 
financial needs are still considerable, partly because of 
the debt burden, and the task of filling the gap between 
the available means and the finance required for fulfil- 
ment of the plan was taken over in July 1962 by a 
consortium of countries under the auspices of the 
OECD. Given Turkey’s low reserves and her financial 
requirements, firm assurances concerning the amount 
and the terms of foreign grants and credits forthcoming 
are indispensable for purposeful annual planning.” 
Although Greece has not been faced with the same 
difficulties as Turkey in balancing its external accounts, 
its prospective need of official capital for development 
purposes has also led to the creation of an OECD 
consortium.?°° 


101 Major items included in United States assistance have been 
those provided under Public Law 480, programmes financed by the 
AID and also direct military aid. With effect from 1962 United 
States military aid to Greece was cut substantially, but, for the 
time being, this has been partly replaced by a NATO grant in the 
form of military equipment. An agreement was concluded in 1963 
between the Spanish and French Governments, whereby the latter 
will make available to Spain $150 million in the form of direct 
government loans or as finance for French exports. 


102 Tn 1963, about 60 per cent of all official grants and credits 
(including those from international institutions) was offered through 
the Consortium; and the balance includes assistance from OECD 
members outside the Consortium framework. A question which has 
arisen is the extent to which contributions by member countries of 
the Consortium are in the form of tied aid. 


103 The Consortium offered no financial assistance in 1963, but 
the Greek budget for 1964 assumes loans of $20 million from this 
source, which would cover about 25 per cent of anticipated external 
financial requirements of the public sector. Early in 1964, discussions 
with the Italian and French governments. (apparently within the 
Consortium framework) for loans of $6 million and $25 million 
respectively — the latter including private credits — took place. 

For estimates of the requirements during the whole plan period 
in Greece and Turkey see the Bulletin, Vol. 14, No. 2, op. cit. On the 
basis of the assumptions of the Spanish development plan, which 
may well be over-optimistic, it is estimated that the payments gap 
will widen from about $500 million in 1964 to $655 million in 1967. 
It is hoped that this gap will be filled mainly by private capital — 
supplemented, if necessary, by a running down of the reserves. 


5. DEVELOPMENT PROGRESS 


In this section the experience of the southern Euro- 
pean countries in some of the broader aspects of 
development policies and of economic growth in recent 
years is examined. For example, the economies of 
southern Europe, no less than industrial economies, have 
frequently been confronted with the problein of preserv- 
ing short-term equilibrium, both internal and external, 


while at the same time pursuing long-term economic 
development. These two aims can pose problems for the 
implementation of fiscal and credit policies and budget 
finance — the major instruments by which governments 
have attempted both to influence the direction of struc- 
tural change and to cope with temporary divergences 
from the designated path of development. These prob- 
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lems are discussed below, but annual fluctuations in 
the rate of economic growth due to agricultural output 
or to changes in export demand are ignored, except to 
the extent that they affect the subsequent performance 
of the economy. 


(a) Price stability, the balance of payments and growth 


Since the stabilization programmes in Spain and 
Turkey, which deliberately halted economic growth in 
the period 1958-1960 in the interests of price stability 
and the payments position, economic growth has been 
seriously hampered by attempts to control domestic 
demand and protect the balance of payments only in 
Yugoslavia. Table 6 shows that, since 1960, a major 
increase in the price level — whether measured by the 
more sensitive, food-biased, cost-of-living index or by 
annual changes in the price index of national product — 
has occurred in Spain as well as in Yugoslavia; but in 
Spain the rise was concentrated in the period of renewed 
expansion since 1961 and so far has not menaced either 
further expansion or the balance of payments. Greece 
and Portugal continue to have relative price stability but 
a steady upward trend has persisted in Turkey partly 
due, as in other countries, to agricultural support and 
higher indirect taxes. 


The Turkish authorities are faced with the problem 
of preserving a delicate balance between the attempt to 
attain an annual growth rate of 7 per cent and to avoid 
inflationary stresses—with a very narrow margin in 
the balance of payments. As noted in an earlier Bulletin, 
stabilization measures were not applied with full rigour 
in Turkey before 1960.*°* For various reasons, including 
political uncertainties and a poor harvest in 1961, 
demand in general remained weak for some time and 
there was no real recovery before mid-1962. Even so, 
public investment in 1962 was more than 10 per cent 
behind the plan target. This was due not only to 
physical obstacles but also to the fact that public expen- 
diture was cut after a shortfall in геуепие.!°° Aggregate 
demand rose more strongly throughout 1963 — sup- 
ported by an expansion of credit — partly as a result of 
higher agricultural incomes. However, once again it 
proved necessary to cut government expenditure in order 
to balance the budget, and public investment was some 
10 to 20 per cent short of the plan target,’°® according 
to provisional estimates. The money market remains 
tight, but the growth of imports in 1963 exceeded the 
planners’ original expectations, as it did in 1962, and 
credit for imports — especially for the liberalized sector 
— was restricted more than once during the year and 
again early in 1964. Uncertainty about future develop- 
ments may have led to some speculative imports in 1963, 
but the principal explanation of the relatively high level 


104 Vol. 13, No. 2, Geneva, November 1961. 


105 Revenue was below the estimated amount partly because the 
poor 1961 harvest reduced tax yields, but also because proposals to 
increase taxes on the agricultural sector were postponed. 

106 Nonetheless, it is estimated that the volume of GNP rose by 
614 per cent in 1963, compared with 6 per cent in the previous year, 
because agricultural output surpassed the plan estimate. It seems, 
therefore, that in 1963 the investment ratio must have declined. 


TABLE 6 
Changes in the price level 
(A) Index numbers of consumers’ prices 


(December of each year; December 1960 = 100 ) 


Country 1959 1960 1961 1962 1963 
GYDruS 2a оо 99.4 100 98.7 100.4 101.5 
of which : Food 97.9 100 95.7 99.3 100.8 
Greece sa eee 96.8 100 99.35.1011 102.4 
of which : Food 94.1 100 97.5 100.9 102.6 
Portugal (Lisbon) 99.7 100 100.4 105.2 107.6 
of which : Food 100.3 100 99.4 101.1 108.3 
Е И 99.4 100 102.65 Зе ТО: 
of which : Food 99.4 100 100.6 115.0 191 
Turkey (Istanbul) 102.2 100 106.2 111.5 116.4 
of which : Food 102.2 100 109.7 116.8 120.4 
Yugoslavia Wis 90.2 100 6" то Aves) 
of which: Food . 95.1 100 117.2. 25:8 eel 520 
(B) Price index of gross national product 
(1959 = 100) 
Country | 1960 1961 1962 
Cyprus ве eee we 98.9 98.3 101.7 
Greece: р: Sitar eae. 102.3 103.3 104.2 
Portugal?) . Зее. ве 102.5 103.6 104.2 
Spain) anc ee eee 101.7 104.7 110.1 
МЕ Е Ра ЗЕ 104.2 110.1 с 
Упрозаула с 4 5 9 5 oe Пе ЦИ 133 
Sources: OECD, Statistical Bulletins — General Statistics; and national 


statistics. 

@ 1958=100. 

> Gross domestic product. 
© Net material product. 


of imports appears to be that the annual programme 
assumed a rather faster rate of import substitution than 
has proved feasible. With the reserves taking the strain 
and the chances of obtaining additional external finance 
uncertain, the authorities were obliged to take remedial 
measures,’ 


The economic revival in Spain in 1962 was accom- 
panied by a sharp rise in prices and in the volume of 
(increasingly liberalized) imports; these tendencies only 
partly abated in 1963. Retail prices reached a peak in 
May 1963, thereafter subsiding temporarily as food sup- 


| 197 The 1963 annual programme allowed for imports of $613 mil- 
lion — scarcely higher than actual 1962 imports, though these were 
swollen by some special factors — but, in fact, reached $688 million. 
The programme of $640 million announced for 1964 thus provides 
for imports no higher than the average of 1962 and 1963 even though 
a 7 per cent rise in GNP is planned. Unless import substitution is 
sharply accelerated, or there is sufficient external finance for a 
higher volume of imports, investment and economic growth may 
be adversely affected. 


ee ДД а аь 


plies increased, and then resumed their upward move- 
ment towards the end of the year. Imports, which had 
tisen in value by one half in 1961, and by nearly as 
much in 1962, rose by almost one-fourth in the succeed- 
ing year, thereby expanding 2.7 times in three years. 
So rapid an expansion of imports, combined with rising 
Prices, might be interpreted as simply reflecting excess 
demand and inelastic domestic supplies, but it was 
also due to certain special! factors. First, the rise to 
some extent reflects a once-for-all adjustment to the 
adoption of the policy of growth within the frame- 
work of an open economy (see section 3); second, 
an increase in urban money incomes, following social 
unrest, resulted in a sharp rise in demand which was 
particularly marked for certain agricultural products, 
such as meat, of which the elasticity of supply is low;?° 
third, the poor cereals harvests of 1960 and 1961, and 
the more recent increase in agricultural wages, were 
partly responsible for the rise in imports and in food 
prices in the past two years; and, finally, a considerable 
part of the recent increase in imports was accounted for 
by capital and other producer goods, a consequence of 
strong investment demand. 


The inadequacy of the available statistics makes it 
difficult to assess how far the rise in wage incomes may 
have raised industrial costs, but there were increases 
in wholesale prices of some basic industrial products 
(especially construction materials), and consumers’ prices 
for several groups of manufactures rose — markedly for 
clothing and various household items in 1963. More- 
over, the most recent statistics of industrial output lend 
support to the belief that the rise in productivity — high 
as it was in 1962 and 1963 —fell short of the rise in 
average earnings.*°® The experience of individual indus- 
tries has certainly varied in this respect.11° The extent 
to which different industries have become more exposed 
to foreign competition as a result of import liberalization 
has also varied and this has no doubt affected their 
ability to raise prices in response to higher labour costs. 


The immediate outlook for price stability and the 
balance of payments in Spain is not unpromising. The 
rise in the ratio of imports to national income may have 
run much of its course by late 1963 and the expansion 
of imports has been decelerating in recent months.** 


108 A revision of collective agreements in 1962 affected some 
3 million industrial workers out of an estimated non-agricultural 
labour force of about 7 million. In the first half of 1963 another 
1.1 million benefited. 

109 See the text table on p. 10 and footnote 40. On this basis it 
appears that the rise in productivity in 1962 and 1963 was of the 
order of 6 to 8 per cent. Previous estimates of industrial output in 
the last two years, which have been revised downwards, pointed to 
productivity increases as great as the (probably) exceptional one 
achieved in 1960. 

110 [п addition to the building and associated industries, where 
cost increases had an important effect on the price level in 1963, 
productivity appears to have lagged seriously behind wages in the 
textile industry; the rise in the clothing component of the cost-of- 
living index in 1963 was nearly twice as high as for the index as a 
whole. 

111 The development plan assumes that in 1964 imports will be 
about 40 per cent higher than in 1962 but this is only some 13 per 
cent above actual 1963 imports. Thereafter imports are expected 
to rise by 9 per cent per annum, but this may prove to be on the 
low side. 
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Demand pressures will doubtless continue to push prices 
upwards (and also to raise food imports), particularly 
in industries that are more sheltered from foreign com- 
petition, but—as is observed below —the authorities 
are now better placed to control domestic demand by 
credit and fiscai measures.1?? With exchange reserves at 
a high level, invisible income rising, and good prospects 
for an inflow of official and private capital, balance-of- 
payments problems do not constitute an immediate 
threat to the Spanish economy. 


Prior to 1959 the general climate of inflation and 
expectations of further price increases and physical 
shortages encouraged a diversion of investment to unpro- 
ductive channels. The present position of the Spanish 
economy is quite different, and in spite of the rise in 
prices nothing suggests a return to the former attitudes 
which adversely affected investment. 


In Yugoslavia the 12 per cent rise in the cost-of-living 
index during 1961 (compared with one of 11 per cent 
during the previous year) was due to a combination of 
factors. Demand in general was high and reflected both 
substantial wage increases and excess demand for fixed 
investment — which enterprises were able to finance by 
using their newly-gained freedom over the employment 
of funds for working capital. Both the exchange reform, 
which led to a rise in import prices of 7 per cent, and an 
increase in the ceiling on prices charged by public 
utilities and for various services (including rents) which 
had hitherto enjoyed hidden subsidies, raised the price 
level in 1961; moreover, wage increases tended to out- 
strip the gains in productivity. The process of raising 
prices of certain commodities and services and of closer 
alignment of domestic prices to world prices has con- 
tinued since 1961, but the influence on the price level 
of the factors which had raised the import deficit in 
1961 and reduced the growth of exports has been largely 
overcome by the measures taken by the authorities in 
mid-1961. The result, however, was a very much slower 
rate of growth in the economy which lasted for more 
than one year; but, led by exports, recovery set in, in 
mid-1962, and growth was again rapid in 1963.13 


(b) The allocation of resources 


The share of resources devoted to investment 


High among the long-term objectives of economic 
development is raising the share of the national product 
devoted to investment and channelling more resources into 
productive uses. The present sub-section reviews progress 
made towards these objectives in recent years and dis- 


112 The considerable expansion of credit in 1962 was gradually 
brought under control as the Bank of Spain progressively raised 
minimum bank liquidity ratios in the first half of 1963, with effects 
which were clearly felt in the second half. However, the substantial 
rise in public investment in 1963, at a time when private demand 
was also strong, probably produced some excess demand. 

113 The 1961 measures aimed at restricting the amount of credit 
available to enterprises and local authorities by blocking part of 
their financial resources and limiting loans from the various invest- 
ment funds. As the balance of payments improved and demand and 
supply were brought more into balance, the credit restrictions were 
relaxed in mid-1962. 
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TABLE 7 


Volume and distribution of gross domestic fixed capital 
formation, 1959 to 1962 


Percentages 


Country 1959 1960 1961 1962 
Cyprus 
Volume increase from previous year | —4.3 —9.1 5.0 19.0 
Share of gross national product My BGS БЫ И 
Share of fixed capital formation : 
INEM “Sn > be eo Oe 255 9. 15:4 518.7 
Manufacturing and construction? | 30.1 37.1 37.7 40.6 
ето со о 3318825. 8 AOE ae 
о па oo as Bio Die Aoi BOS) 
Greece © 
Volume increase from previous year | —0.1 21.8 13.5 13.3 
Share of gross national product ох 180 6) 
Share of fixed capital formation : 
РОН оо оное 5 ЦО И бы 
Манга. с в 11.7 СР У Satie 
РА У о ро а БА бо о бо Bye) EES) 2) О 
Other? ara ei Theiss 5 40.6 42.8 42.6 40.1 
Southern Italy 
Volume increase from previous year 7.30520. 1013: 4c 
Share of gross national product 26.4 30.1 30.4 33.3 
Share of fixed capital formation : 
(Magog as eo Cm ee № PPS Мо Фо 135 
Manufacturing and construction? | 22.0 23.7 26.1 29.5 
у сое ке ое оне POG В Пе ed 
ONE a <5 ince eet 85) Seb Зо SANS) 
Portugal 
Volume increase from previous year 9.2 15.6 6.9 —0.7 
Share of gross national product WSO) ПВ О ПС 
Share of fixed capital formation : 
Acricultures aerate oh eee 9.9 SoZ В 8.0 
Manufacturing and construction . PA SEES) BY} 905 
Dwellings. anata) ca nus INS NGS 9 GR 
Others, a Renee: Ae. wwe 45.3 40.6 41.8 43.3 
Turkey 
Share of gross national product ISHS ISLE) 15 15 
Yugoslavia 
Share of gross material product®. . 30.7 32.4 34.7 35.5 
Share of fixed capital formation : 
Па с равонаоо а 16.3 12.6 10.2 10* 
Manufacturing and construction? | 31.9 35.4 37.4 35* 
Dwellingsds ВВ wee. Ae ced 12:3 a4 S20 


Sources : National statistics. (For Turkey, the Five-year Plan 1963-1967.) 
@ Including mining (Greece: percentage for 1961 including mining = 11.4). 
b Including Government buildings. 
с Excluding ships transferred to the Greek flag. 
а Including mining and public utilities. 
€ Excluding self-financed private investments. 
Ff Including public utilities, 


cusses the plan targets, and succeeding sub-sections 
examine public finance and credit policies. 


Table 7 shows that the ratio of fixed investment to 
national product has been rising in Greece, southern 
Italy and Yugoslavia. In Cyprus investment constituted a 
declining proportion of national product between 1956 
and 1961, but it rose from 15 to nearly 22 per cent in 
1962 and probably again in 1963. In Turkey and Por- 
tugal, on the other hand, there has scarcely been any 
significant change in this ratio, but the development plan 
of Turkey (like that of other countries of the region) 
provides for a rise.??* Owing to the importance of infra- 
structure and social development expenditures, public 
investment accounts for a high proportion of total fixed 
investment in all countries—nearly 40 per cent in 
Greece, about one-third in Spain and about 60 per cent 
in Turkey, where state enterprises account for half of 
the total output of the manufacturing sector. In Greece, 
the rate of public investment has quickened in the 
last few years as administrative, technical and other 
problems have been overcome, so that its share in 
total investment has. increased. Now that this share has 
reached a high level, however, a decline is expected and 
the public investment programme will concentrate to an 
even greater extent on the structural transformation of 
agriculture and on the development of communica- 
tions.11° 


In Spain, too, public investment has risen sharply since 
1962 and will continue to do so during the plan period; 
the share of the public sector in total fixed investment 
is to rise— mainly at the beginning of the period — 
from 24 per cent in 1962 to 31 per cent in 1967.11 
In Turkey, on the other hand, it is to fall very slightly 
—from 59.5 per cent in 1962 to 58.7 per cent in 1967. 


In all these countries the plans reflect the importance 
now attached to public investment in agriculture and in 
human resources.**? In Turkey education and training is 


114 Тре national plans provide for the following ratios (per- 
centages): Greece: 1961: 21.6, 1971: 28.2; Spain: 1962: 19.4, 
1967: 22.5; Turkey: 1962: 15.7, 1967: 19.4; Yugoslavia: 1960: 30.6, 
1965: 33.0. (The ratios for Yugoslavia refer to the 1961-1965 plan.) 


46 Public investment is to fall from about 40 per cent of total 
investment in 1961 to 35 per cent in 1966 and 30 per cent in 1971. 


16 So far as possible these percentages exclude “ investment ” 
expenditure which does not lead to the creation within the public 
sector of fixed assets — that is, they are comparable with the data 
presented in Table 8. If such expenditures are included, the shares 
of the public sector are 34 per cent and 41 per cent respectively. 


7 The Turkish plan does not break down public and private 
investment by sectors, but it may be estimated that, over the five- 
year period, agriculture will account for about 20 per cent of total 
public investment. For the 1963 and 1964 annual programmes 
(which do distinguish public investment) the corresponding per- 
centages are respectively 14.3 and 17.5, implying a sharp acceleration 
of public investment in agriculture in later years — and indeed, 
expenditure on irrigation and land improvement is to double between 
1964 and 1967, whilst total public investment will rise by just over 
one quarter. 

_ In Spain, public investment in agriculture, and more particularly 
in irrigation, may well have doubled in 1963, and is planned to 
continue at this level in 1964. In view of this high initial rate of 
expenditure, the rise in investment scheduled during the plan period 
is less than for other sectors, so that agriculture will take a slightly 
falling proportion of total public investment between 1964 and 1967. 

In Greece the share of agriculture in total fixed investment was 

not above 15 per cent up to 1959. 


TABLE 8 


Distribution of gross fixed investment in the development 
plans of Greece, Spain and Turkey 
Percentages 
Ae eS ее ЕВЕ ee es 
Greece (1961 prices) 


Public investment 1961 1966 1971 
PNSTICUITULe ee ee о о 21.0 24.8 31.4 
Transport and communications 39.4 33.9 32.1 

ofwhich Roads и. 28.4 23.9 21.4 


Васа. № 
Housing, health, social security, 


water and drainage ..... 9.2 123 15.0 
of which Нова... 3.1 3.0 3.6 
Water and drainage 5.4 8.7 10.7 
OU Le Е со. зе 28.3 23.8 16.9 
TOTAL (8.0 billion drachmae т 
2961100) к 100 143 174 


Total investment 


ОМИ ое a tere eT, IES) 19.0 
Transport and communications 2 . 22.8 Biles) PPI 

Олин + Козин 11.3 8.5 6.4 
Pancation Ме а оп 0.9 1.8 1.4 


Housing, health, social security, 


water and drainage ..... 30.4 2 Sei 23.6 
of which > Housing . oc . 2.6% - 27.2 21.8 19.8 
И т, > 28.8 355 33.3 


Тота!.@ (20.14 billion drachmae 
т 1961 = 100) 


Turkey (1961 prices) 


Total investment 1963 1967 1963-1967 
Се she eo ss 5) seus 12.8 20.3 Я 
Transport and communications ПЕ 15.4 ЗЫ 

apwhich= Вова и ле. 5.8 4.1 4.7 


Education ое 2. 6.9 8.2 Teil 
Health о <...cet О 2 XS 2.3 23 
ЕО к цв А А. 21.9 20.0 20.3 
Ouse. г. кем асы 42.6 33.8 38.9 
Тотаг, (9.5 billion Turkish lire 
п 196 == 100) wee а Ie. 100 148 126 
Spain (1962 prices) 

Public investment b 1964 1967 1964-1967 
Я ОО оо о оно ве = ts 26.8 22.6 24.4 
Transport and communications 29.6 31.6 31.3 

of which: Roads. с... 12.4 16.2 14.5 
Education andtraining.... . 53 9.4 7.2 
Housing, town planning and social 

ео. 5 а es se 26.4 23.8 25:0 

of which: Housing . . . +. ++ = 10.56 9.8 10.1 

ее а еее" ОЖ 11.9 12.6 12 
ToraL (57.7 billion pesetas т 
ОЕ О eee ae Hoes rates 100 128 114 


RR re ee een 


Sources ; National plans. 
Note. — The sector coverage is not identical for each country. 


@ Excluding ships. 

$ Excludes subsidies and other financial outlays of the public sector having a 
capital purpose but not corresponding to fixed capital formation within the 
sector. (These outlays —including the acquisition of financial assets — are 
binding under the plan.) 

с Investment in dwellings in 1963 was about 17 per cent of total fixed investment. 


to account on average for as much as 7 per cent of 
total, and nearly 12 per cent of public, investment during 
the plan period. The proportions in Greece and Spain, 
though much lower, imply a rapid increase in public 
expenditure in coming years.1!8 


In all three countries investment in transport and 
communications will take a major share of total and 
public investment resources, reflecting the importance 
attached to the provision of an adequate infrastructure. 
In Turkey, investment in roads, which had been heavy 
in pre-plan years, though not always based on explicit 
economic criteria, is to rise only slightly in the plan 
period. Improved services from an expanding fleet of 
goods vehicles and investment in the railway network 
are now the main priorities in the transport sector. In 
Spain on the other hand investment in roads — to 
improve the existing network rather than to provide 
new roads—is to account for a large and increasing 
share of total public investment in transport, the balance 
being mainly for the railway network and the renewal of 
rolling stock.11° In addition, it is expected that the private 
sector will invest more in new goods vehicles than the 
total of public investment in roads.1?° Greece still has 
a considerable backlog of road construction, mainly pro- 
vincial and municipal roads, and inefficiency in the 
transport sector has been singled out as an important 
factor raising industrial соз($.121 


In Spain private investment has been more dynamic 
since the economy’s rapid expansion that began in late 
1961 and the reforms of the past few years. In Greece 
and Turkey on the other hand it has tended to lag. In 
Greece the level of private investment (excluding ships 
transferred to the Greek flag) remained more or less 
unchanged from 1958 to 1960 and, although it has since 
risen annually by more than 10 per cent in volume, there 
has been no upward trend for several years in the vital 
manufacturing sector.1?? It is only since some of the 
uncertainties about Greece’s economic future were 
removed by the signing of the Athens Agreement in 1961 
and since measures were taken to encourage greater 
private initiative that private investment in industry has 
become a more dynamic element. Nevertheless, the 
response still falls short of what is required to achieve the 
structural change necessary for the development pro- 


118 The sector coverage in Table 8 is not identical for each 
country. 

19 The importance of modernizing the railway system and 
renewing the track and of improving existing roads was pointed out 
in the report of the IBRD. Loans from the IBRD will help in the 
construction of a limited mileage of motorways. In all countries, 
a good road network is important to the tourist industry. 

120 Planned investment in roads for the period 1964-1967 is 38.0 
billion pesetas, and in goods vehicles 60.0 million pesetas, of which 
34.2 million will be carried out by the transport industry proper 
and 25.8 million by enterprises in other sectors. 

121 Coutsoumaris, op. сй., р. 238. He notes, however, that “ the 
large government expenditure on highways and other transportation 
facilities during the last 7-8 years does not appear to have actually 
produced many external economies for the industrial sector ”. 

122 Fixed investment in manufacturing (billions of 1954 drachmae): 
1956: 1.2; 1957: 1.5; 1958: 2.0; 1959: 1.5; 1960: 1.3; and 1961: 1.6. 
The figures for 1960 and 1961 include a certain amount of investment 
by the public sector. 
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gramme.!2* The level of private industrial investment in 
Turkey has been adversely affected by political uncer- 
tainties and, at times, by weak domestic demand; 
although it has been more buoyant since mid-1962 — and 
credit does not seem to have been a limiting factor — 
it has been claimed that the distribution of private 
investment is not in line with the plan principles.** 


In all the countries under review there is the well- 
known tendency for a disproportionate share of domestic 
savings to be devoted to land acquisition and expensive 
housebuilding, and whilst current policies seek to check 
this and to provide essential accommodation at a mini- 
mum cost, the measures have not always been adequate. 
In Greece, much repatriated capital has been persistently 
devoted to the purchase of houses and land, although 
there are indications that this is now changing with the 
widening of the market for securities. In Turkey the 
development plan foreshadowed legislation to discourage 
luxury building by abolishing or reducing the ten-year 
tax “holiday ” on new building (except cheap dwellings 
and hotels), but so far this legislation has not reached 
the statute book and licensing statistics indicate that new 
houses tend to be bigger and more expensive. In Spain 
the strain imposed on the building sector has been a 
source of inflationary pressure, particularly in 1963, but 
no effective measures have yet been taken to limit luxury 
housebuilding. In Portugal, the share of investment 
devoted to housing has declined in recent years, but is 
still considered to be disproportionate and the authorities 
took certain fiscal and other measures in 1962 to limit 
the construction of more expensive houses. 


The share of housing in public investment in Spain is 
to fall slightly over the plan period, the policy being to 
concentrate publicly-executed or publicly-financed dwell- 
ing construction on housing for the less wealthy segments 
of the роршаНоп.1?° While “ productive ” investment is 
planned to rise by 10 per cent annually, investment in 
housing (public and private) is to rise by 5.5 per cent. 
A cardinal feature of private investment in the Turkish 
plan is that productive investment is to increase much 
faster than investment in housing; in the pre-plan period 
the latter averaged about 57 per cent of total private 
investment, but this is to fall to 47 per cent Бу 1967.28 
In Greece, too, housing is to take a declining share of 


128 See the comments of the Bank of Greece (Report for the year 
1962, p. 62). 

124“ Diverting private sector investments from unproductive or 
over-invested fields to more productive fields is our economy’s 
foremost problem.” (Statement of the Prime Minister, 6 November 
1963, as reported in Turkish Economic Review, December 1963.) 
See also the 1964 programme (op. cit. p. 250). Specifically, too much 
private investment was proposed for the textiles and construction 
sectors in 1964 and not enough for machinery and electronics. 
Though private investment in 1963 exceeded the plan target, much 
of it was unrelated to the plan. 


| 115 п this connexion the gradual abolition of rent control, which 
is to commence this year, is of special significance. 


12в Private dwelling construction is to increase by 7 per cent a year 
but productive investment by 17 per cent. The 1963 annual pro- 
gramme implied an absolute reduction from the high level of house- 
building reached in 1962 but, to judge from the statistics available 
for 1963, it is improbable that this target was achieved. The 1964 
annual programme calls for a further reduction in the housing share 
— to 44.5 per cent of private investment. 


private investment (see Table 8) — in continuation of 
the existing trend — with the emphasis placed on low- 
cost housing.**? 


Fiscal policy 


(i) Financing the public sector 


A major task of public finance in southern Europe is to 
ensure the non-inflationary financing of public investment 
and other development expenditures.1*® The financing 
of this expenditure with minimum recourse to borrowing 
involves maximizing public saving, but no useful purpose 
is served if this is achieved only at the expense of pro- 
ductive investment by the private sector. On the whole, 
governments have succeeded in striking an appropriate 
balance, although revisions to public expenditure pro- 
grammes have proved necessary at times and, as noted 
in section 3, institutional problems connected with the 
control and financing of investment in public enterprises 
still remain. 

To preserve the overall balance required in Turkey 
involved, in both 1962 and 1963, a reduction of public 
expenditure targets, and the budget for 1964 has a deficit 
of more than 900 million Turkish lire, or roughly 514 per 
cent of total budget outlays. A number of tax proposals, 
which aim at raising the yield of existing taxes rather 
than introducing new ones, have therefore been sub- 
mitted, and may even avoid the need for further bor- 
rowing.’?° An attempt to increase the elasticity of taxation 
is a key element in the five-year plan, and delays in the 
necessary legislation have already prejudiced the attain- 
ment of the targets. Even after allowance is made for 
generous external finance and for bigger surpluses — 
still to materialize — of the reorganized state economic 
enterprises, the plan assumes that central government 
tax revenue will rise from an estimated 14.6 per cent of 
gross national product in 1962 to 17.3 per cent in 1967, 
and total public revenue from 24.7 to 27.5 per cent. A 
basic premise is that sectors such as agriculture, which 
have so far largely escaped direct taxation, must make 
their due contribution but it is proving difficult both to 
achieve this in practice and to eliminate widespread tax 
evasion.**° 

Recent experience in Greece and Spain has been more 
satisfactory. An encouraging feature in both countries has 
been the greater ability of the public sector to undertake 
long-term borrowing internally, reflecting not only a 
steady rise in private savings but also a growing confi- 
dence in the currency — notwithstanding the recent rise 


127 Between 1955 and 1961 the share of housing in private invest- 
ment (excluding ships) fell from 53 to 40 per cent. 


123 Other tasks are to promote — by means of tax concessions, 
subsidies, etc. — the desired allocation of resources and, in particular, 
to stimulate productive investment and restrain private consumption. 
These aspects were discussed in sections 2 and 3, with special 
reference to agriculture and industry. 


129 Tt has been proposed that the production/turnover tax on some 
fuels, taxes on motor vehicles and on real estate be raised, and the 
tax exemption limit for farm incomes be lowered. 


180 Taxation proposals would raise the number of agricultural 
taxpayers from 20,000 to 60,000 but agriculture would even then 
contribute only 10 per cent to total direct tax revenue. 


Chapter Ш — Page 29 


eee apt I — Frage 29 


in the price level in Spain. The first major public bond 
Issue in Greece was successfully launched in 1961 and 
development loans in subsequent years have brought in 
increasing sums. In Spain, as a result of the higher rate 
of economic activity and unexpectedly high customs 
revenues, total budget revenue in 1962 surpassed expect- 
ations, the increase in public investment was financed 
with less recourse to domestic borrowing than had been 
anticipated and the net impact of the government’s 
finances was consequently less expansionary than had 
been foreseen. Preliminary data for 1963 indicate that for 
similar reasons the budget had a small overall surplus 
in place of the anticipated small deficit **1 and that, again, 
a substantial rise (of about 20 per cent) in public invest- 
ment was financed without, or with only slight, recourse 
to inflationary borrowing. In Greece, a budget surplus on 
current account has now been achieved for a number of 
years, and has been used to finance the growing public 
investment programme. However, whilst the need to 
finance the growing overall deficit has posed no immediate 
problem (indeed, compared with the initial post-devalua- 
tion years, a larger proportion is financed domestically) 
the position would deteriorate if tax revenues did not rise 
sufficiently. The development plan therefore seeks to 
enlarge the surplus on current account through a faster 
rise in income than in current expenditure.1*? However, 
this will not be sufficient to avoid an increase in domestic 
and external borrowing.1** 


Spain’s development plan does not provide a full 
account of the means by which the proposed public 
expenditure will be financed, but it has been officially 
stated that the growth of tax revenue will not be acceler- 
ated and that the authorities will rely on a net inflow 
of official capital from abroad and ondomestic borrowing 
to fill the gap. Therefore, the tax reform now being 
introduced aims at rationalizing the tax structure without 
necessarily enlarging revenue. Total central government 
revenue (as in Greece and Turkey) is, nonetheless, to rise 
faster than national product, but at a slower pace than 
in the past.1%* The plan implies that external financing 


131 In both years this result was a fortunate one, inasmuch аз the 
growth of private demand exceeded expectations, whereas in 1961 
the public sector proved less expansionary than anticipated, at a 
time when private demand also was slack. 


132 Government current income is scheduled to rise at 7.5 per cent 
per annum and current expenditure at 6.3 per cent. Tax coefficients 
will be maintained at present levels, but additional income is 
expected from improved collection and combating tax evasion. 


138 Оп the grounds that more internal borrowing would be at the 
expense of savings from the private sector, the plan reckons that 
between 1962 and 1966 some three quarters of the deficit will need 
to be financed externally.In general, the more finance that can be 
obtained externally, the more the tax burden can be eased. On the 
other hand the foreign debt service will subsequently increase. 
(For a discussion in the Greek context see, for example, the annual 
reports of the Bank of Greece for 1961 and 1962.) For Spain and 
Portugal, but not for Turkey, the position is more favourable in 
that these two countries have little external debt. 


134 According to a statement by the Minister of Finance, the annual 
increase in budget revenue will be slightly less than the 11 per cent 
recorded in 1963. This compares with a target growth in the volume 
of national product of 6 per cent and with average annual increases 
in budget revenue of 15 per cent in the decennium 1954-1963 and 
of over 18 per cent in the period 1959-1963. (See La Vanguardia 
Espafiola, 30 October 1963.) 


of the economy will amount to about 9 per cent of gross 
domestic capital formation, or about 1 per cent of 
national product, a proportion which will be fairly 
constant throughout the five-year period. In fact, in 
1962, only 2 per cent of domestic capital formation was 
financed from abroad, and the plan’s tentative assump- 
tion that this figure would reach nearly 9 per cent 
already in 1963 seems wide of the mark.?* 


(ii) Tax revenue 


As noted above, the Turkish taxation reform is pro- 
ceeding only slowly. Modifications of the tax system of 
Greece have so far been confined principally to the grant 
of subsidies and fiscal concessions, such as were 
discussed in section 3, to industry and other sectors; in 
Spain and Portugal, more thorough-going reforms are 
scheduled to come into force in 1964. The multiplicity of 
Spanish taxes and the many laws governing their admi- 
nistration, which make collection a complicated and 
costly process, have long been criticized and in many 
respects they were inappropriate for encouraging eco- 
nomic development.?*° The new tax law sweeps away 
many minor indirect taxes and widens the scope of direct 
taxation. It provides for a tax on personal income, higher 
death duties, and the assessment of land taxes on the 
basis of actual agricultural earnings; the separate tax on 
dividends is to be converted into a flat rate instead of 
being progressive. The reforms also aim at attracting 
foreign capital — for example, by avoiding double taxa- 
tion — and at encouraging productive investment and 
the concentration of agricultural and industrial enter- 
prises. New regulations in Portugal provide for a flat- 
rate tax on industrial profits, which should yield revenue 
not less than that of 1963, and a tax on urban and rural 
property. A flat-rate agricultural profits tax will apply 
to all enterprises with annual profits above 30 thousand 
escudos, thus excluding many smallholders. 


Because they are easier to administer and collect, 
indirect taxes account for the larger part of total tax 
revenue in southern European, as in all developing, 
countries. In Spain, Portugal and Turkey direct taxes 
contribute 30 to 40 per cent of total central government 
tax revenue, but in Greece only 20 per cent. While 
indirect taxation is not necessarily regressive, for both 
economic reasons ап4- social ones there is a need to 
cast the tax net wider, particularly by minimizing tax 
evasion. Moreover, indirect taxes that raise production 


135 Jt implies an absolute level of domestic saving some 10 per 
cent lower than in 1962 and a net inflow of foreign capital of $274 
million against $57 million in 1962. From provisional data on a cash 
basis it seems that the current balance-of-payments deficit in 1963 
was some $130 million. On the assumption that the investment 
target was reached — and this is probable — this would imply that 
domestic saving rose by 14 per cent. 

In accordance with the plan assumptions, for the first time the 
1964 budget allows for substantial external finance for central 
government investment. Of the one-third rise over the level of 
budgeted investment expenditure in 1963, slightly more than one- 
half (nearly $150 million) is to be financed from abroad, 

For domestic saving and the addition to total resources from 
abroad in Greece, Portugal and Turkey, see Economic Bulletin for 
Europe, Vol. 14, No. 2, op. cit. 


136 See the report of the IBRD, Chapter 6. 
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costs need to be avoided as far as possible.**’ Yet, as 
the table below reveals, the proportion of direct to total 
taxation has not changed significantly in the last few 
years. In Spain, on the contrary, it has been falling — 
reflecting the rapid growth of revenue from import 
duties — and after a short period where it was stable or 
slightly rising it has recently fallen in both Turkey and 
Greece. In these latter countries, and also in Cyprus, 
extra revenue (over and above the rise resulting auto- 
matically from existing rates as national income grows) 
has been sought largely from new or higher indirect 
taxes introduced in 1962 and 1963; this also occurred 
in Portugal, when government expenditure rose sharply 
as a result of the emergency in 1961.7* 


Central government tax revenue 
Percentages 


Share of total tax revenue in gross national product 


1959 1960 1961 1962 1963 

{ОЭ оао в 13.5 13.7 13.6 13.9 
Portugal 10.6 10.6 11.1 a 
раша и. ©. 11.9 13.6 14.3 14.7 
В Ч о ов 11.6 10.1 10.9 11.0 

Share of direct taxes in total tax revenue 
Greeter Aree. 20.9 20.2 21.3 21.5 20.85 
Portugal 43.1 42.0 39.9 39.7 40.5 ¢ 
ПЕРО о в в 39.4 36.9 51 34.7 33.6 < 
ОКУ ous 34.1 36.6 40.5 34.5 33.4 4 


Sources : National public finance statistics (and, for Turkey, the five-year plan). 


Note. — Indirect taxes include income accruing to the government from state 
monopolies. 


9 Share of gross domestic product. 
5 January-September. 

С January-November. 

@ January-August. 


The distribution of credit 


The establishment of a well-organized credit system 
for channelling funds to productive investment is a ques- 
tion of major importance in southern Europe —as in 
other developing агеаз — 1 view of the tendency for 
savings to be invested abroad or in luxury housing, land 
and other unproductive purposes, or else to be devoted to 
short- and medium-term financing in traditional fields, 
such as foreign trade and distribution. The banking 
system has preferred the easier and quicker returns 
available in the money market to providing long-term 
finance for investment. In practice, longer-term capital 
has often only been obtained through the successive 
renewal of short- or medium-term credit and even 
modest amounts of credit for promising ventures may be 
unobtainable because of the borrowers’ lack of sufficient 


187 For this reason tax rebates on exports have become a general 
feature in these economies. An example of an indirect tax which 
affects costs is the production/turnover tax in Turkey. This tax, 
which accounts for about half of total indirect tax revenue, is levied 
on, among other things, banking transactions and thereby raises the 
cost of credit. A clear example of regressive taxation was the muni- 
cipal taxes on food in Spain, abolished in December 1962. 

138 Portuguese estimates for 1964 (on the basis of the tax reform) 


indicate no change in the position. The share of indirect taxes is in 
fact expected to increase slightly, 


collateral or on account of prohibitive terms of interest 
or repayment. Southern European countries have 
attempted to overcome some of the more serious handi- 
caps by establishing official credit institutions to finance 
long-term productive investments in agriculture, industry 
and other sectors. The role of such institutions in the 
development process has been discussed in sections 2 
and 3. In addition to this action, however, the authorities, 
especially in Spain and Greece, have also attempted 
to raise the supply of long-term finance from the private 
sector and, in general, to adapt the structure of lending 
to the needs of the economy. This sub-section reviews 
the progress made in this direction.*°® 


The first moves towards a reform of the credit system 
in Spain took place in 1958, when six official medium- 
and long-term credit institutions became dependent on 
the Treasury for their funds and a Committee on Medium- 
and Long-term Credit was established to authorize capital 
issues and grant special credits. The reforms were com- 
pleted by the Bank Reform Law of 1962 and subsequent 
decrees for its implementation, one essential feature of 
which was the nationalization of the Bank of Spain, so 
that there now exists a central bank with overall respons- 
ibility for the technical management of the money supply 
and the credit mechanism. The whole field of credit was 
touched by the other reforms. The distribution of credit 
from all official institutions is to be more closely co-ordi- 
nated by the former Committee on Medium- and Long- 
term Credit, which has been reconstituted as an Institute 
with wider powers and made responsible to the Bank of 
Spain. The institutions will be the financial inter- 
mediaries not only for public sector activities, but also 
for channelling official credit for private investment in 
the context of the plan and other credit granted to the 
private sector on special terms — for example, for invest- 
ment in the industrial zones. Official credit institutions 
are thus to play a more important role then hitherto. 


At the same time the regulations applicable to invest- 
ment by the savings banks, the deposits of which have 
been rising fast, have been amended.?*° These banks have 
been relieved of the obligation to invest 65 per cent of 
any increase in their deposits in public securities (including 
at one time those of INI) and now enjoy more freedom 
to finance the private sector through the purchase of 
bonds. Moreover, it is envisaged that, by using their 
specialized knowledge of local conditions, they can help 
to provide more capital for small-scale industry and agri- 
culture. The activities of the savings banks are also to be 
sae aie centrally — by a newly-created Institute of 

redit. 


Finally, the present system whereby banks combine the 
functions of commercial and investment banking is to be 
gradually changed. Under the relevant decrees banks will 


189 The control of credit was an essential feature of the stabilization 
programmes of Spain and Turkey. After a period of consolidation 
and readjustment, the initial restrictions were relaxed and an 
expansion of credit in Spain in 1961 accompanied the first phase of 
re-expansion. In Turkey there was tight credit restriction until 1960 
because of the prevalence of inflationary tendencies, but this was 
subsequently relaxed when economic stagnation continued. Interest 
rates were then reduced but, more important, the ceilings on bank 
lending to industry and for exports were lifted. 


140 Savings banks are mainly locally controlled. 


be obliged to choose between commercial and investment 
banking. The great majority have chosen the former and 
must gradually therefore dispose of their industrial port- 
folio. The new investment (industrial) banks may issue 
bonds and receive deposits from the public; their bonds 
have already proved very attractive. To encourage a 
spirit of enterprise and innovation industrial banks are 
to receive special fiscal concessions for industrial bonds 
that are sold within seven years. In order to ensure the 
observation of normal standards of banking prudence 
and to prevent individual enterprises being controlled by 
the banks, the industrial banks’ portfolio of new invest- 
ments may not exceed three times the value of their 
share capital and their participation in any enterprise is 
limited to half its total capital and to one-tenth of the 
resources of any individual bank. Furthermore, existing 
banks may not subscribe more than half of the capital of 
the new industrial banks. Finally, to prevent the banking 
sector becoming oligopolistic, industrial banks may not 
have more than three branch offices — a measure which 
may, however, limit banking efficiency.**1 A factor poten- 
tially of great importance is that for the first time since 
1936 new banks can be established and the system 
therefore made more competitive.1*? 


These reforms aim to adapt the system to the require- 
ments of the planned development of the economy and, 
in particular, to promote the private financing of long- 
term productive investment. At the same time it is hoped 
that the new arrangements will attract more private 
savings either directly to the banks or indirectly via the 
capital market. Similarly, the reform of the official credit 
institutions, which follows the recommendations of the 
IBRD, seeks to improve the control and distribution of 
official credit.*#8 


Finally, an important step is the power given the 
monetary authorities to regulate the total volume of credit 
by imposing minimum bank liquidity ratios. This weapon 
was used for the first time early in 1963, when it appeared 
that the expansion of credit was helping to generate 
demand and cost pressures. Liquidity ratios were twice 
raised from the original percentage, with visible effects 
on credit in the second half of the year.*** 


Banking developments in Greece have been in the same 
direction, but there the outstanding feature is the rapid 
growth of bank deposits. After the 1953 devaluation, 
before confidence in the currency was fully restored, 


141 бо far, only one of the major national banks, the Banco 
Urquijo, has become an investment bank. A number of smaller ones 
have received their share capital partly from foreign banks. An 
example is the BANDESCO (Bank for Spanish Economic Develop- 
ment), with 45 per cent contributed by the Banco Езрайо! de Credito 
and 50 per cent by a consortium of European and American banks 
and the International Finance Corporation. 

142 However, decrees governing, infer alia, the minimum share 
capital of new banks make it doubtful whether, in practice, many 
new banks will be established. 

143 Ор. cit., Chapter 7. This contains a discussion of the short- 
comings of the previous credit system. 

144 Tt was also announced in the Budget Law for 1964 that the 
flow of funds to the money market would be controlled through 
the issue of Treasury bills. 

Similarly, in Turkey when the credit ceilings were lifted in 1961, 
the monetary authorities were also given the power to impose 
liquidity ratios that could be moved within certain limits. 
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commercial and long-term credit was for some years 
difficult and expensive to obtain. The Central Bank was, 
therefore, obliged to provide essential credit directly and 
to exercise very close control over the banking system, 
but as the deposits of the commercial banks grew, the 
Bank of Greece was gradually able to confine itself to 
the more traditional functions of central banking.14® 
General supervision and control of credit continued to 
be exercised through the Currency Committee, but since 
1960 the banks have been given greater autonomy and 
more responsibility for the pattern of long-term lending. 
Consequently many of the earlier controls have been 
relaxed or abolished.14° 


The growth of time deposits — that is, those with- 
drawable at three months’ notice — has been particularly 
marked, but bank deposits in general have also risen 
much faster than national product.1*”7 The freer flow of 
savings to the banks has allowed them to provide more 
long-term credit for productive investment and, with a 
concurrent reduction of the rate of interest paid on 
deposits, at lower сВагрез.1“8 


The resources of Greek commercial banks have not 
only been augmented by the rise in deposits but also by 
an increase in their share capital. They may now invest 
up to 5 per cent of their deposits in equities of new or 
expanding enterprises and, as from 1963, they may make 
loans within certain limits to individuals for the acquisi- 
tion of stocks in new or expanding enterprises.14° A 
notable development in 1963 has been the creation of the 
first two investment banks (corresponding to the indus- 
trial banks of Spain). With share capital and management 
coming partly from abroad these investment banks are to 
provide medium- and long-term finance in association 
with other national financing institutions such as the 
EDFO.'*° They may also acquire equities and under- 
write other loans, supply technical and managerial 
assistance and assist in the preparation of technical sur- 
veys and production plans. 


Thus, the Greek banking system has recently been 
considerably strengthened, but the question of the distri- 
bution of credit and certain problems raised by the need 


145 Agriculture, however, is still very dependent on funds supplied 
by the Bank of Greece. 

146 Ног further information on the official supervision of credit 
and the allocation of resources, see Part 2 of the SuRvey for 1962. 

147 Between end-1957 and end-1962 commercial bank deposits 
grew by 40 per cent, of which two-thirds was accounted for by 
savings accounts (i.e. current accounts, with drawing rights in cash 
only). The major expansion of time deposits, which now constitute 
about one quarter of the total, has occurred in the last two years. 

148 Up to 1956, interest on deposits varied from 7 to 10 per cent; 
by 1963 it had fallen to 4 to 614 per cent — and only 1 per cent 
for sight deposits. In 1956 maximum interest rates on loans to 
industry and trade were generally 9 to 10 per cent (plus usually 
1 per cent commission), and to agriculture 6 to 814 per cent; at the 
beginning of 1964 they were 61/ to 9 per cent for industry and 2 to 
6 per cent for agriculture. For firms exporting a stipulated share of 
their total sales, even lower rates are charged (see section 3). 

149 This 5 per cent is in addition to the 15 per cent which may be 
invested in long-term loans —a maximum which has not so far 
been realized. 

150 For example, of the share capital of the National Investment 
Bank for Industrial Development, 60 per cent is contributed by a 
major Greek commercial bank and the balance by foreign banks. 
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for co-operation both within the banking sector and 
between it and other financial institutions remain to be 
solved. Frequent changes in the regulations governing 
credit conditions, though they are aimed at the simpli- 
fication of facilities as well as at the encouragement of 
more long-term bank lending on better terms, have 
nevertheless perhaps created some confusion among the 
banks as to the precise role they are expected to fill; but 
at the same time these continual adjustments do no more 
than reflect the present state of evolution of the Greek 
есопоту.151 


It was noted above that there was excess investment 
demand in Yugoslavia in 1960-1961 and that there was 
an inappropriate volume and distribution of credit, partly 
as a result of the transfer to enterprises of funds for 
working capital. The credit restrictions imposed in 1961 
have been gradually relaxed and those that remain seek 
to prevent a recurrence of excess demand whilst ensuring 
adequate enterprise liquidity. Decentralization of the 
distribution of credit has continued in recent years and 
reforms carried out in 1963 passed on an even greater 
proportion of federal financial resources to the republican 
and communal banks. With the latter now enjoying a 
high degree of autonomy and able to accept time deposits 
and issue bonds, a form of capital market now exists in 
Yugoslavia. These reforms are essentially pragmatic, and 
the banks’ ability to generate additional credit autono- 
mously is still considerably restricted.1>? 


Apart from the changes in the system of agricultural 
or industrial credit in such countries as Portugal and 
Turkey referred to earlier, there have been few other 
developments of any note. The search for a rational 
distribution of credit continues to present problems in 
Turkey and weaknesses in the system have been offi- 
cially blamed for the high proportion of private invest- 
ment in 1963 that was unrelated to the plan.**? In Portu- 


151 For a discussion of the shortcomings in the distribution of 
credit and of co-operation between banks and other financial 
institutions, see the annual reports of the Bank of Greece for 1961 
and 1962. The report for 1962 proposes that fiscal incentives be 
granted to encourage banks to sell industrial equities within a certain 
period after their acquisition and to replace them by new ones. 

152 For further details of the organization of credit in Yugoslavia 
and of the changes which took effect in 1964, see section 6 below 
and Part 2 of the Survey for 1962. 

153 Statement of the Under-Secretary of State at the SPO on 
3 February 1964 (Turkish Economic News Summary, No. 189, 


gal, too, private finance has frequently found a way into 
outlets other than those required by the plan objectives, 
and recently this led to a call for a re-examination of 
credit policy in the private sector and for a consideration 
of other measures that would stimulate greater private 
interest in Plan investments.*°* 


In all these countries capital markets play a relatively 
minor role in the allocation of long-term domestic private 
capital, and foreign capital tends to be in the form of 
direct, rather than portfolio, investments. Yet changes 
in the industrial structure, and in particular the trans- 
formation of small-scale and handicraft operations into 
larger and more highly capitalized industrial units, require 
that the capital market play a more active role in linking 
private long-term saving and industrial investment.**° The 
success of public sector issues in Greece and Spain has, to 
some extent, been shared by the private sector, especially 
in Spain, where there has been a steady rise in pri- 
vate capital issues since 1960 — accompanying the rising 
trend of private investment — and the value of new issues 
in 1963 was as much as 65 per cent higher than in the 
previous year. While private securities are still of minor 
importance in Greece, there are signs that interest in the 
market is growing, and that repatriated Greek capital is 
venturing into this field instead of real estate. However, 
this tendency is still rather feeble and the growth of new 
private issues in the last two years was mainly due to 
issues of bank stock.*°° 


February 1964). It is expected that studies on interest and credit 
policy aimed, inter alia, at maintaining a balanced distribution of 
credit between sectors will be completed during 1964. 


154 Statement by the Minister. of Finance, Diario da Мапйа, 
25 November 1963. The banking system grants short-term, rather 
than genuine medium- and long-term, credits, and fails to comple- 
ment the official credit institutions. (See the Survey for 1962, 
Part 2 and Economic Surveys by the OECD: Portugal, Paris, June 
1963. The latter points also to the rigidity of interest rate policies 
and regulations as a hindrance to a more rational capital market.) 


155 For example, the capital market could be used for the sale of 
industrial equities held for a limited period by the investment 
banks referred to above and by the special institutions for industry 
described in section 3. 


156 On one occasion in 1961, an industrial bond issue was fully 
subscribed in a single day. In order to encourage access to the 
capital market, a legislative decree of 1962 made a number of 
changes in shareholders’ rights in limited liability companies and 
in the kinds of securities that may be issued. Company legislation 
and measures for organizing a capital market in Turkey are still 
pending. 


6. THE YUGOSLAV EcoNomy IN 1963 


The pattern of recovery 


The Yugoslav economy showed great resilience in 
1963, when the former rate of expansion was resumed, 
after a slowdown during 1960-1962 (see Tables 1 and 9). 
While a fall in agricultural output in 1960 (from a record 
level), and its failure to rise significantly in 1961 and 
1962, contributed to this slowdown, it was largely due 
also to the restrictive policies (referred to in previous 
sections) which were necessary to restore internal and 
external equilibrium following the price, credit and 
exchange reforms of 1961 and the ensuing excessive 


credit expansion. The resulting restriction of enterprise 
liquidity reduced the growth of investment demand and 
a tight control of wages reduced real per capita consump- 
tion for nearly a year; by mid-1962 both internal and 
external equilibrium had been successfully restored, 
marking the end of a major adjustment to new con- 
ditions.**’ From the summer of 1962, credit policies 
were gradually reversed. Partly due to the revival of 
exports, the volume of net material product (excluding 
agriculture) was 10 per cent higher in the second half of 


187 See the Survey for 1962, Part 1, Chapter II, section 7. 
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TABLE 9 


Selected economic indicators for Yugoslavia, 
1962 to 1964 Plan 


rr 


1956-1961 1963 
Indicator ве - МЕ Plan Actual Plan 
(comsiart prices) increase Percentage increase from 
Percentage previous year 
Gross material product . 10.3 50 О №9 Ш 
Industrial production. . 12.7 il 10 16 11 
of which : 
Capital goods. . .. 14.0 1 ey 16 
Intermediate products . 11.5 6 5 15 
Consumers’ goods . . 14.0 11 38 17 
Output per worker in in- 

о come oe 5.0 CMS (hl lilies 15 
Agricultural output . . 8.1 4 10 if 6.5 
Gross fixed investment . LS 5 By il} 10 
Personal consumption . 9.3 RTE, Chee Ts 10 
IEXDOFS fey Gas viene. anes 11.6 21 п о 1 
ро 132 —4 ieee) Sitar 4 
Non-agricultural employ- 

RICH CMe ow. eae is cee 7.0 2 3 4 4 
Registered unemployment 

(thousands), =. . : 192¢ 130° 1035 


Sources : Зи ет! List, 31 December 1963 and other national statistics. See 
also the Survey for 1962, Part 1, Chapter II, Table 16. 


@End of 1961. 
5 October. 


1962 than in the same period of 1961. During 1963 the 
expansion of demand became more general and, in 
spite of the previous slowdown in the rate of investment, 
there was generally both sufficient capacity and working 
capital to meet 1.158 Investment and exports, once again, 
rose more rapidly than other components of final demand, 
increasing respectively by 18 per cent and about 16 per 
cent in volume; but personal consumption also rose 
sharply, by some 11 per cent, partly as a result of the 
rise in agricultural incomes following the 7 per cent 
imcrease in agricultural output. 


In consequence, gross material product in 1963 in- 
creased by 12.5 per cent in volume, and the index of 
industrial production by as much as 16 per cent. The 
rise in the latter was considerably above the plan target 
and was achieved essentially by an 11.5 per cent increase 
in labour productivity — twice the planned rate. Thus 
the tendency noted earlier (see section 3) for the expan- 
sion of industrial output to result from productivity 
improvements rather than a rise in the labour force —a 
cardina! objective of recent reforms of the management 
and remuneration systems — was reinforced. Nonetheless, 
owing to the high rate of growth, non-agricultural em- 
ployment rose faster than in the preceding year and 
faster than the increase in the population of working 
age so that, in addition to a 1 per cent fall in the agricul- 
tural labour force, there was a 25 per cent reduction in 
the number of registered unemployed. 


A number of elements contributed to the more 
efficient use of factors of production and to the increased 


158 Credits to enterprises for working capital were 21 per cent 
higher than in 1962. 


specialization and enterprise flexibility that lay behind 
the substantial improvement of labour productivity in 
1963. Of particular importance have been changes during 
1962 and 1963 in the system of remuneration whereby 
wage payments are linked closely to individual pro- 
ductivity and enterprises have an incentive to keep their 
labour force to a minimum.?°® Secondly, production was 
at no time hindered by shortages of working capital — 
a reversal of the situation in the twelve months ending 
mid-1962.1° Thirdly, depreciation allowances were raised 
by 20 per cent (in connexion with a revaluation of fixed 
assets), thus increasing the investment funds at the free 
disposal of the enterprises. Moreover, in some sectors 
(mainly raw-material producing industries where low 
profit margins had impeded self-financing of investment 
and even discouraged full capacity utilization), maximum 
selling prices were raised or taxes reduced. The main 
significance of these last two measures lies not in any 
increase in the total investment finance available in the 
economy but in the easing of access to finance by existing 
enterprises. 


Industry and agriculture 


The rise in industrial output was spread fairly evenly 
over the three major categories: the output of capital 
goods and also of raw materials and semi-manufactures 
rose by 15 per cent and that of consumers’ goods by 
17 per cent. Within this broad pattern, there was much 
variation among different branches, depending on demand 
elasticities and capacity limitations. Among industries 
showing a 20 to 27 per cent rise of output were electricity 
generation; shipbuilding — which was nevertheless unable 
to keep abreast of the rising domestic and foreign demand, 
so that order books lengthened; the electrical engineering 
industry, facing buoyant domestic investment, an increase 
in export demand and rising domestic demand for dur- 
able consumers’ goods; the chemicals industry, favoured 
by expanding demand for fertilizers, other agricultural 
inputs, plastics and artificial fibres; and the rubber indus- 
try, benefiting from the rapid increase in vehicle output. 
In all the above branches capacity was enlarged and 
rises in employment were above average, ranging from 5 
to 10 per cent. 

The rise of 15 to 19 per cent in the output of the 
paper, textiles, leather and footwear industries reflected 
better adaptation to consumer tastes in export markets as 
well as higher domestic demand — the latter stemming 
especially from the agricultural sector. The rise in agri- 
cultural output led to a similar increase in activity in 
food processing, where extensions to capacity permitted 
a 5 to 7 per cent rise in employment; also tobacco pro- 
cessing was 55 per cent greater than in 1962 owing to 


159 The rise in average wage payments per worker in an enterprise 
may not exceed that in the enterprise’s average labour productivity, 
but the distribution of the wage bill between workers can be deter- 
mined by the enterprise itself. 

160 See Part 1 of the SuRvEY for 1961 (Chapter I, section 5) and 
for 1962 (loc. cit.). The reversal was induced partly by the new 
policy of assessing enterprise sales (for the purpose of determining 
the size of wage-funds) on the basis of actual receipts instead of on 
the value of sales invoiced. In a number of industries sales rose by 
15-20 per cent but actual receipts by as much as 30-50 per cent. 
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the good crop. The sharp acceleration of investment 
caused increases of 10 to 14 per cent in the output of 
the metal-using, construction materials and timber-pro- 
duct industries, and the production of coal responded 
(with a similar rate of increase) to higher household 
demand when the price of electricity was raised. The 
impact on employment in these branches, however, was 
more varied and in some instances the labour force 
declined. Capacity limitations account for the relatively 
small rise in output of the oil-refining, iron and steel and 
printing industries (3 to 9 per cent), and imports of steel 
rose very sharply. 

Between 1953 and 1959 agricultural output rose at an 
annual average rate of 7.6 per cent. Since then fluctua- 
tions have been caused not only by the weather but also 
by general economic conditions and policies, in particular 
the rate of current material inputs. Though expenditure 
on such inputs had been rising sharply in previous years 
with the application of new techniques, there was scarcely 
any further rise in 1960 and 1961. This was mainly 
because disposable farm income was influenced not only 
by the weather but also by unfavourable terms of trade 
for agriculture. Expenditure on inputs did not increase 
until the middle of 1962, when farm prices were raised 
by 18 per cent and certain markets guaranteed; and a 
further 10 per cent increase in farm prices followed in 
1963, though it was partly offset by higher charges for 
services supplied to the agricultural sector. In addition, 
facilities for obtaining agricultural credit were improved. 
As a result, co-operation between individual and socialist 
farms — the principal method for the spread of new tech- 
niques — was more widespread and in terms of area sown 
more than doubled, while it increased by one-third in 
respect of livestock. Consumption of fertilizers rose to 
2.1 million tons, from 1.4 million tons in 1962: the distri- 
bution of tested seeds increased by one-third and the 
tractor stock was enlarged.**+ The policy of the socialist 
sector acquiring land not properly cultivated by families 
having outside economic pursuits (see section 2) led to 
about 50,000 hectares being bought in the Vojvodina, 
compared with 20,000 in 1962 and 5,000 in 1961. 


Weather conditions were fairly stable between 1961 
and 1963 and larger inputs were mainly responsible for 
the fact that agricultural output rose by 4 per cent in 
1962 but by 7 per cent in 1963, though this rise partly 
reflected better weather conditions for wheat; but output 
in 1963 was still 5 per cent below the record level of 
1959,1°? Inputs and output both rose faster in the social- 
ist than in the private sector in 1963. The rise in output 
from state and co-operative farms was 19 per cent 
(equivalent to 16 per cent on an unchanged area) against 
5 per cent in the private sector. In the former sector 
(now accounting for about one-third of all marketed 
output) production was as much as 45 per cent higher 
than in the peak year 1959, on an area that had been 
enlarged by 30 per cent; in the private sector it was 
11 per cent below the 1959 level, on an area 3 per cent 
smaller. 


161 Number of tractors in use (thousands): 1961: 33.6; 1962: 36.0; 
1963: 38.0. 


162 Between 1958 and 1963 (years of comparable weather) output 
rose at an annual rate of 4.6 per cent. 


Final demand 


The resources made available by the deficit on the 
current balance of payments were smaller than in 1962, 
but fixed investment, nonetheless, absorbed a higher 
share of material product — partly as a result of a 
reduction of stocks towards the end of the year, when 
demand was rising rapidly and rose in volume by 
18 per cent, compared with 5 per cent in each of the two 
preceding years; investment in housing and other con- 
struction was particularly strong on account of reconstruc- 
tion at Skopje. The 11 per cent increase in the volume 
of consumption was less than that of material product 
but in line with the rise of 8-11 per cent that was typical 
in earlier years (leaving aside the near-stagnation in 1962). 
Per capita money earnings in the socialist sector (includ- 
ing agriculture) rose by 18 per cent which, with a rise 
in the cost of living of 6 per cent, corresponded to a 
real increase of 11 per cent — the same as the increase in 
productivity. The output and price increases in agriculture 
probably raised the gross farm income of the private 
and co-operative sector by some 15 per cent — ог 9-10 
per cent in volume per capita — and disposable income 
perhaps rather less in view of the higher charges for 
certain services. Hence there was a redistribution of 
income in favour of the socialist sector (including state 
farms). 

There were few signs of demand or cost pressures in 
1963 and most of the 6 per cent rise in the cost-of-living 
index (over the 1962 average) was due to deliberate 
adjustments of producer prices either in agriculture or in 
industry; the latter, however, involved only a 1 per cent 
increase in ex-factory prices for industrial products. 


Trade and payments 


The stagnation of exports in 1961 was short-lived, and 
exports rose in volume by 21 per cent in 1962 and by 
about 16 per cent the following year — rises which were 
well in line with the earlier trend. These results reflected 
not only the absence of excess demand at home but also 
higher export unit values due to a higher proportion of 
processed products (especially food), as well as better 
credit facilities. Furthermore, Yugoslavia benefited from 
a relaxation of quantitative restrictions on imports from 
that country into western Europe; and the recent invest- 
ment pattern and the improvement in productivity had 
enhanced the competitiveness of many industrial pro- 
ducts.1** The risesin imports in 1963, however, was even 
faster than that of exports — about 18 per cent in vol- 
ume, after a fall of 4 per cent in the previous year. This 
reflects a high income elasticity of demand for some 
imported products, such as consumer durables, as well 
as, temporarily, for steel and steel products, pending 
increases in domestic capacity. Higher imports of wheat 
also proved necessary. On the other hand, the value of 
imports of engineering products fell by 5 per cent owing 
to greater competition from domestic industry. 


Despite the higher visible import surplus, the current 
balance-of-payments deficit was smaller than in 1962 


163 The share of western Europe in total exports from Yugoslavia 
rose from 45 per cent in 1962 to 50 per cent in 1963, and that of 
eastern Europe from 23 per cent to 26 per cent. 
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owing to the growth of net invisible income. The favour- 
able balance on invisible account of $170 million, due to 
the growth of tourism and other services, left a net deficit 
оп current account of only $96 million (on a cash basis), 
against $180 million in 1962. The net result of this and 
of diverse capital movements was to increase foreign 
exchange reserves from $70 million in November 1962 to 
$120 million in November 1963. 


The plan and prospects for 1964 


The plan for 1964 assumes a volume increase in gross 
material product of 10 per cent — 11 per cent for indus- 
trial output and 61% per cent for agriculture. An enlarge- 
ment of capacity should yield an increase in industrial 
employment of 4.2 per cent, the remaining increment of 
output to be contributed by a 7.4 per cent rise in labour 
productivity.*°* With the prospect of rural emigration 
slowing down if the resumed rise in farm incomes con- 
tinues, unemployment should thus be further reduced. 
No important change in the composition of final demand 
is foreseen but investment in export industries and those 
which are handicapped by capacity limitations, such as 
steel, oil-refining and chemicals, will have priority. A 
further improvement in the balance of payments is ex- 
pected, not only as a result of capacity extensions and 
productivity improvements in industry but also through a 
rise in income from tourism and other services, in which 
investment has been stepped up. Commodity exports are 
expected to rise in volume by 11 per cent but imports 
by only 4 per cent (below the average of 6 per cent 
per annum registered in 1962 and 1963), reflecting both 
capacity extensions in import-saving branches and the 
expectation of only modest stockbuilding. In the first two 
months of 1964 industrial output rose by 23 per cent (of 
which 15 per cent was due to higher productivity) over 
the same two months of 1963 and the value of exports 
by almost 30 per cent. 


Efforts to improve enterprise productivity and effi- 
ciency are to be continued. Emphasis will be placed on 
the speeding up of technical change, more specialization, 
and enhancing enterprise adaptability to market condi- 
tions, all of which require an appropriate allocation of 


164 Since the increase in per capita real earnings is to be tied to 
productivity, this is also put at 7.4 per cent. 


investment resources and a greater mobility of financial 
capital (cutting across republican or municipal bound- 
aries). To this end, all the remaining restrictions on the 
use of enterprise funds, initially imposed in 1961, were 
lifted early in 1964 and control over financial resources 
for investment is being further decentralized in favour 
of enterprises. Thus, the excess profits tax and the tax 
levied on mines with particularly favourable natural 
conditions were recently abolished; and depreciation 
allowances are soon to be raised again so that enterprises 
can recover their capital outlays in some 40 per cent less 
time than at present, thereby facilitating the scrapping 
of obsolete machinery. Enterprise funds will also be 
augmented by cuts in the turnover tax, which at present 
is levied at various stages of production and distribution 
but will be gradually reformed and levied at one point 
only so as to encourage greater specialization. Further 
adjustments of controlled рисез — widespread in the 
raw materials field — will be made with the twofold 
purpose of providing a large margin of profit for self- 
financing and giving enterprises an opportunity of com- 
peting for investment credits on normal terms. 


Another move intended to improve the economic effi- 
ciency of investment is the recent abolition of the Federal 
Investment Fund and the transfer of its capital to three 
specialized federal banks — financing investment in agri- 
culture, the basic industries and production for export. 
The federal plan will henceforth allocate only part of the 
resources of the specialized federal banks, and then only 
by major sectors. It is hoped thus to lessen political 
influence on the regional allocation of federal funds and 
administrative interference in the selection of projects. As 
a measure to encourage mobility of financial resources, 
republican and local banks are now authorized to pay 
interest on enterprises’ time deposits and also to issue 
interest-bearing bonds for subscription by enterprises or 
other banks; they are also empowered to finance invest- 
ment in any part of the country. However, the credit- 
creating power of the banks remains subject to federal 
authority — which has been used in the early part of 
1964 to impose caution in the face of strong investment 
demand. Moreover, the new structure of the banking 
system appears to be such as to permit the federal 
authorities still to ensure the observation of the relative 
priorities given to broad sectors of investment demand. 
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NOTES ON SOURCES AND METHODS 


General 


As in previous years, the statistics given should be regarded in the 
first place as basic documentation for the economic analysis made 
in the Survey. They are therefore somewhat different in nature 
from statistics normally published in statistical yearbooks and other 
publications of a purely statistical nature. First, when no official 
figures are available, it is often preferable to have an estimate rather 
than no figure at all. Consequently, estimated figures which have a 
wider margin of error than is usually allowed in statistical publica- 
tions are sometimes shown in the various tables. In the second 
place, the available national statistics have often been adjusted, for 
the sake of comparability among countries, to more uniform 
definitions. For this reason, the figures shown differ in many in- 
stances from those given in national publications, or in other publi- 
cations of the United Nations and its specialized agencies. Finally, 
the methods of compilation have been chosen with a view to the 
special use for which the data are intended. This does not neces- 
sarily mean that for other purposes other methods might not have 
been preferable. 

Where a table gives totals for a number of countries, these totals 
always refer to the same group of countries for each period shown. 
In cases where figures for a given country are not available for one 


Country 
1963 1964 1965 


Ааа +n. A4 A B 
(26.XII.62) (18.X11.63) 


Вана. ео Ge Cc {С 
(29-30.Х1.62) (11-12.ХП.63) — (13.V.62) 

Czechoslovakia . . E® E E 
(9 and 25.1.63) (12.1.64) (9. VII.60) 


Eastern Germany . F F G 
(2.XII.62) (5.Х.63) 


Ниреату. .... H? H I 
(24.ХП.62) (24.ХП.63) (Х.59) 


Poland’. по... к к 18; 
(No.89.62) (No.96.63) 


(11.11.61) 


Rumania <<. . - N N N 
(30.ХП.62) (27.XII.63) 
21.\1.60) 


O O 
(17.ХП.63) (8.1.59) 


Soviet Union. . . O 
(11.ХП.62) 


@ Scattered indicators. > Revised during 1963. 


(IV and V.59) 


(ТУ.59, УП.60) 
M 


(19.V.60 and 


or more periods, estimates of these missing figures are included 
in the totals. Except where otherwise stated, area totals include 
estimates for those countries for which no data are available, or 
assume that the series for the missing country moved in proportion 
to the average for the other countries. 

Slight discrepancies between constituent items and the totals 
shown in the tables are due to rounding. 

In most cases, the tables include information received up to the 
end of February 1964. In general, the more recent figures are to be 
regarded as provisional, and subject to revision. 


Reference to sources 


In Part 1 of the Survey the sources used and the methods applied 
have been given under each table. For a list of statistical yearbooks, 
statistical bulletins, sources for national trade statistics and other 
national statistics, see the Economic Survey of Europe in 1960, 
Appendix B. 

In the sources to certain tables relating to eastern Europe and the 
Soviet Union, reference is made to plans and plan fulfilment reports. 
The sources in which such information can be found are set out in 
the table below (reference is to the list of sources following the table). 


Plan-fulfilment report 


ee 1970-1980 1962 1963 

B A A 
(11.61) (27.1.63)  (29.1.64) 

С С С 
(16.ТХ and 6-20.Х1.62) (27.1.63)  (31.1.64) 

D 
(УШ.62) 

Е B 
(2.11.63) (11.11.64) 

F В Е 
(14.Х.62 and 16.1.63) (21.11.63)  (26.1.64) 

J H H H 
(17.X.61) (21.Х1.62 and 1.11.63) (20.1.63) (19.1.64) 

С > M M 
(21.11.63) (11.11.64) 

N N N 
(19.V.60 and (1.11.63) (1.11.64) 

21.V1.60) 

О О О О 

(18.X.61 and (19.Х.61) (26.1.63) (24.1.64) 


17.ХП.63) 


с New Seven-year Plan, 1964-1970. 


ALBANIA 
А Zéri i popullit. Daily. 
В Komision té planit té shtetit: Ekonomia popullore. Every two 


months. 
BULGARIA 
С Rabotnichesko delo. Daily. 
D Bulgarska akademiia na naukite — Ikonomicheski institut: 


Ikonomicheska Misl. Monthly. 


CZECHOSLOVAKIA 
Е Rudé Ридуо. Daily. 


EASTERN GERMANY 
F Neues Deutschland. Daily. 


G Der Siebenjahrplan der Deutschen Demokratischen Republik 
— das Program fiir den Sieg des Sozialismus : Gesetz tiber 
den Siebenjahrplan zur Entwicklung der Volkswirtschaft der 
Deutschen Demokratischen Republik in den Jahren 1959 bis 
1965 (Beschlossen von der Volkskammer der Deutschen 
Demokratischen Republik am 1. Oktober 1959) — Der Sieben- 
jahrplan des Friedens, des Wohlstandes und des Gliicks des 
Volkes (Rede des Ersten Stellvertreters des Vorsitzenden des 
Ministerrats der DDR, Walter Ulbricht, vor der Volks- 
kammer der DDR). 1959. 


HUNGARY 

Н WNépszabadsdg. Daily. 

Т Tarsadalmi szemle. Monthly. 

J Magyar K6zloény (Official gazette). Frequent but irregular. 


POLAND 


K Monitor Polski (Official gazette). Irregular. 


L Komitet Centralny Polskiej Zjednoczonej Рай Robotniczej: 
Nowe drogi. Monthly. 


M Trybuna Ludu. Daily. 


RUMANIA 


М  Scinteia. Daily. 


SoviET UNION 


О Pravda. Daily. 


Methods 


Estimation of meat output in the Soviet Union—Chapter I, sec- 
tion 3, p. 20. 


The change in total meat output (including changes in weight of 
livestock on the hoof) between 1962 and 1963 has been estimated as 
follows. Official data for slaughter meat output in the respective 
years have Бееп`сопуеце into live weight (slaughter weight repre- 
senting normally about 63 per cent of live weight). To these quan- 
tities have been added the gains or losses in the weight of livestock— 
i.e. by the differences between livestock numbers in the three main 
categories (cattle, pigs, sheep and goats) at the beginning and at the 
end of the relevant years, weight by adjusted average slaughtering 
weights (90 per cent for cattle, 60 per cent for pigs, 75 per cent for 
sheep and goats), as indicated in Selskoe khozyaistvo SSSR, 1960, 
pp. 376-378. 
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